Google 


This  is  a  digital  copy  of  a  book  that  was  preserved  for  generations  on  Hbrary  shelves  before  it  was  carefully  scanned  by  Google  as  part  of  a  project 

to  make  the  world's  books  discoverable  online. 

It  has  survived  long  enough  for  the  copyright  to  expire  and  the  book  to  enter  the  public  domain.  A  public  domain  book  is  one  that  was  never  subject 

to  copyright  or  whose  legal  copyright  term  has  expired.  Whether  a  book  is  in  the  public  domain  may  vary  country  to  country.  Public  domain  books 

are  our  gateways  to  the  past,  representing  a  wealth  of  history,  culture  and  knowledge  that's  often  difficult  to  discover. 

Marks,  notations  and  other  maiginalia  present  in  the  original  volume  will  appear  in  this  file  -  a  reminder  of  this  book's  long  journey  from  the 

publisher  to  a  library  and  finally  to  you. 

Usage  guidelines 

Google  is  proud  to  partner  with  libraries  to  digitize  public  domain  materials  and  make  them  widely  accessible.  Public  domain  books  belong  to  the 
public  and  we  are  merely  their  custodians.  Nevertheless,  this  work  is  expensive,  so  in  order  to  keep  providing  this  resource,  we  liave  taken  steps  to 
prevent  abuse  by  commercial  parties,  including  placing  technical  restrictions  on  automated  querying. 
We  also  ask  that  you: 

+  Make  non-commercial  use  of  the  files  We  designed  Google  Book  Search  for  use  by  individuals,  and  we  request  that  you  use  these  files  for 
personal,  non-commercial  purposes. 

+  Refrain  fivm  automated  querying  Do  not  send  automated  queries  of  any  sort  to  Google's  system:  If  you  are  conducting  research  on  machine 
translation,  optical  character  recognition  or  other  areas  where  access  to  a  large  amount  of  text  is  helpful,  please  contact  us.  We  encourage  the 
use  of  public  domain  materials  for  these  purposes  and  may  be  able  to  help. 

+  Maintain  attributionTht  GoogXt  "watermark"  you  see  on  each  file  is  essential  for  informing  people  about  this  project  and  helping  them  find 
additional  materials  through  Google  Book  Search.  Please  do  not  remove  it. 

+  Keep  it  legal  Whatever  your  use,  remember  that  you  are  responsible  for  ensuring  that  what  you  are  doing  is  legal.  Do  not  assume  that  just 
because  we  believe  a  book  is  in  the  public  domain  for  users  in  the  United  States,  that  the  work  is  also  in  the  public  domain  for  users  in  other 
countries.  Whether  a  book  is  still  in  copyright  varies  from  country  to  country,  and  we  can't  offer  guidance  on  whether  any  specific  use  of 
any  specific  book  is  allowed.  Please  do  not  assume  that  a  book's  appearance  in  Google  Book  Search  means  it  can  be  used  in  any  manner 
anywhere  in  the  world.  Copyright  infringement  liabili^  can  be  quite  severe. 

About  Google  Book  Search 

Google's  mission  is  to  organize  the  world's  information  and  to  make  it  universally  accessible  and  useful.   Google  Book  Search  helps  readers 
discover  the  world's  books  while  helping  authors  and  publishers  reach  new  audiences.  You  can  search  through  the  full  text  of  this  book  on  the  web 

at|http  :  //books  .  google  .  com/| 


\     ! 


\ 


\  • 


.^     V  .. 


^ 


Hi 

I 


\ 


-   •  I-   ,  i 


^ 


-  J 


.'•> 

._•*  \ 


INSURANCE 

PRINCIPLES    AND    PRACTICES 


By 

ROBERT  RIEGEL,  Ph.D. 
I 

Pr«fest«r  of  Iniurante  and  Statiitici,  WhaTltn  Schval  af  Finance 
^nd  Camnttrct,  Vniveriitj  oj  PtHHtflvanta 

and 


H.  J.  LOMAN,  A.M. 

tmttmftar  in  tmurnnct,  Whttrtan  School  of  Financt  and  Commtrct, 
U*ivtnil3  of  Ptnniylvania 


New  York 
PRENTICE-HALL,  Inc. 

1931 


"f;ct(1V 


COPTIUOHT,  1921,  BY 

PRENTICE-HALL,  Ihc 
All  ri/hti  Tlitrvid 


)  Dedicated  to 

Professor  S.  S.  HUEBNER 
A  Pioneer  in  Insurance  Education 


V 


PREFACE 

The  significance  of  insurance  as  a  factor  in  private  and  busi- 
ness life  has  increased  tremendously  in  the  past  ten  years.  Dur- 
ing that  time  new  forms  of  protection  have  been  devised,  the 
scope  of  coverage  of  policies  has  been  extensively  broad- 
enedt  mathematical  problems  have  received  more  scientific 
treatment,  methods  have  been  modified  by  legal  requirements 
and  the  treatinent  of  policy-holders  has  immeasurably  im- 
proved ;  all  of  which  have  popularized  insurance  and  extended 
its  usefulness.  This  progress  has  entailed  increased  specializa- 
tion and  complexity,  which  require  ( 1 )  more  intelligent  buying 
of  insurance,  (2)  a  broader  knowledge  of  the  business  by 
agents  and  (3)  a  wider  recognition  of  the  necessity  of  insur- 
ance education  in  the  training  of  prospective  business  men. 

This  Volume  is  an  exposition  of  the  principles  and  practices 
of  the  more  important  forms  of  insurance.  An  effort  has  been 
made  to  prevent  practices  from  obscuring  principles;  on  the 
other  hand  sufficient  illustrations  and  forms  have  been  in- 
cluded to  vivify  and  emphasize  the  principles  discussed.  In 
brief,  an  attempt  has  been  made  to  write  a  "practical"  book  I 
which  is  something  more  than  a  mere  compilation  of  facts  and 
which  will  serve  equally  well  as  a  text-book  for  commercial 
education  in  universities  and  schools  of  business  and  a  guide  to 
the  business  man  in  insurance  transactions. 

The  first  section  is  an  effort  to  coordinate  those  features  of 
insurance  which  are  common  to  all  its  branches.  Here  the 
economic  services  and  business  uses  of  insurance  are  explained, 
the  fundamental  principles  summarized  and  the  organization 
of  the  business  described. 

Section  Two  deals  with  personal  insurance,  which  everyone 
at  least  once  in  his  life  finds  occasion  to  purchase,  and  particular 
emphasis  has  been  placed  upon  the  buyer's  viewpoint.  The 
application  of  the  various  types  of  life  insurance  policies  to  in- 
dividual circumstances,  the  factors  which  enter  into  the  cost  of 
insurance,  the  methods  of  providing  for  expenses,  and  the  re- 
serves, loan  privileges  and  surrender  values  which  flow  from 
the  level  premium  method  are  all  discussed  in  some  detail  be- 
cause of  their  fundamental  character.  The  origin  and  nature 
of  dividends,  the  legal  questions  connected  with  insurable  In- 
terest, the  beneficiary  and  assignment,  fraternal  insurance,  the 
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disability  clause,  industrial  insurance  and  group  policies  are  also 
fully  explained.  Not  the  least  important  part  of  this  section  is 
that  dealing  with  accident  and  health  insurance,  of  which  no 
adequate  discussion  has  ever  appeared  in  book  form. 

Section  Three  describes  a  relatively  new  form  of  protection 
which  is  of  interest  to  every  employer — compensation  insur- 
ance. It  includes  a  description  of  the  nature  of  the  contract, 
the  advantages  of  the  compensation  system,  the  methods  by 
which  claims  are  settled,  the  factors  controlling .  rates  and  the 
methods  of  regulating  reserves. 

Section  Four  deals  with  fire  insurance,  covering  the  mort- 
gagee's interest  in  policies,  agency  and  brokerage,  under- 
writers' associations  and  their  services,  an  analysis  of  the  new 
standard  fire  policy,  a  description  of  the  modification  of  the 
contract  by  clauses  and  endorsements,  a  discussion  of  the  older 
and  newer  systems  of  ratemaking,  the  importance  and  regula- 
tion of  the  fire  insurance  reserve  and  the  procedure  o^  settling 
losses. 

Section  Five,  on  marine  insurance,  attempts  to  present 
within  a  limited  space  the  principal  features  of  the  business. 
Attention  is  concentrated  on  those  phases  which  are  of  excep- 
tional interest  to  the  insured — ^the  types  of  policies,  the  extent 
of  protection  which  is  afforded,  endorsements  and  the  settle- 
ment of  various  types  of  losses. 

Section  Six  explains  the  principal  features  of  title  insurance 
and  corporate  bonding  and  also  gives  a  description  of  two 
forms  of  insurance  not  heretofore  adequately  covered  by  text- 
books— automobile  insurance  and  credit  insurance,  both  of 
which  have  experienced  considerable  change  and  development 
within  recent  years. 

In  all  of  these  sections  an  effort  has  been  made  to  eliminate 
details  which  are  superfluous  or  tend  to  obscure  the  principles 
and  methods  involved  and  at  the  same  time  to  sufliciently  de- 
scribe the  customs  and  practices  of  the  business.  To  this  end 
the  volume  is  provided  with  a  large  collection  of  policies  and 
forms  in  common  use  which  in  some  cases  supplement  as  well 
as  illustrate  the  text.  In  furnishing  reports,  forms  and  infor- 
mation regarding  rates  and  practices  insurance  men  and  state 
officials  have  been  uniformly  kind  and  courteous  and  it  is  a 
pleasure  to  acknowledge  the  very  great  assistance  derived 
therefrom. 

R.  R. 

June  I,  1921,  H.  J.  L. 
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INSURANCE  IN  GENERAL 


Chapter  I 

THE  USES  OF  INSURANCE 

Insurance  as  a  factor  in  business. — ^The  value  of  insurance 
is  usually  much  underestimated.  This  is  partly  the  result  of 
adopting  a  very  narrow  view  of  the  insurance  business  for,  in 
appraising  the  value  of  any  business  enterprise,  we  must  consider 
not  only  the  plain  and  apparent  benefits  which  result  from  its 
activities  but  also  its  more  remote  consequences.  (Upon  care- 
ful analysis  it  will  be  seen  ( 1 )  that  insurance  performs  a  large 
number  of  functions  for  the  business  man  and  the  community 
which  are  usually  accepted  without  notice  or  appreciation  and 
(2)  that  the  numerous  forms  of  insurance  have  in  sub- 
stance very  much  the  same  objects  in  view. )  To  illustrate  the 
significance  of  these  two  facts  and  to  show  the  important  part 
played  by  modem  insurance  in  business  enterprise  are  the  prin- 
cipal objects  of  this  chapter.  (For  convenience  the  various 
services  of  insurance  have  been  grouped  as  far  as  possible  and 
are  described  under  ten  headings. 

1.  Insurance  introduces  security  in  business  undertakings. 
— A  service  which  is  common  to  all  forms  of  insurance, — ^life 
insurance,  property  insurance,  credit  insurance,  bonding, 
tide  insurance,  etc., — is  to  substitute  for  large  and  uncer- 
tain losses  a  small  but  certain  payment.  By  this  we  mean  that 
the  business  man  enters  into  a  contract  to  pay  a  relatively  small 
premium  at  fixed  intervals,  in  exchange  for  which  the  insurance 
company  agrees  to  assume  the  risk  of  certain  large  losses  which 
may  or  may  not  occur.  \  For  example,  while  an  individual  knows 
that  fires  are  constantly  destroying  business  properties  and 
stocks  of  goods  he  cannot  tell  how  soon  his  property  will  be 
thus  visited,  if  ever.  If  he  could  foresee  his  fire  losses  with  any 
accuracy  he  could  make  provision  beforehand  without  the  as- 
sistance of  Insurance,  provided  there  were  suflicient  time;  but 
s'mcethe  event  and  its  results  are  uncertain  he  has  no  assurance 
that  his  most  earnest  efforts  to  provide  for  the  future  may 
not  be  cut  short  by  an  untimely  catastrophe.  But  what  is 
most  uncertain  with  regard  to  an  individual  may  be  closely  cal- 
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culated  for  a  group.  A  study  of  fire  insurance  statistics  would 
show  that  on  bakeries,  for  example,  a  certain  percentage  of  loss 
through  fire  might  be  expected  in  a  given  period.  If  such 
statistics  were  more  satisfactory  in  character  it  would  be  pos- 
sible even  to  find  the  statistical  results  with  regard  to  particular 
kinds  of  bakeries  in  particular  buildings.  How  this  might  be 
accomplished  is  shown  in  the  chapter  on  fire  insurance  rates. 
It  is  therefore  possible  to  make  provision  on  a  mathematical 
basis  for  a  group  which  is  not  possible  for  an  individual.  /The 
clement  of  certainty  or  assurance  is  a  vital  one  in  every  business 
and  to  every  individual,  and  insurance  provides  a  way  in  which 
such  certainty  can  be  introduced  where  it  did  not  previously  exist. 

Nor  do  other  forms  of  insurance  differ  from  fire  insurance 
in  this  respect,  except  in  degree.  Any  person  who  is  familiar 
with  the  record  of  the  past  experience  of  life  insurance  com- 
panies can  tell  with  the  greatest  ease  that  out  of  100,000  per- 
sons at  age  twenty,  3,891  will  die  before  they  reach  twenty-five. 
Nevertheless  with  regard  to  an  individual  we  can  predict 
nothing,  and  one  who  attempts  to  provide  against  death  by 
saving  may  or  may  not  be  successful.  In  marine  insurance  we 
also  find  persons  and  companies  who,  relying  upon  their  know- 
ledge of  conditions  and  the  experience  of  the  past,  are  willing 
for  a  small  consideration  to  assume  the  risks  incident  to  sending 
a  vessel  or  a  cargo  across  the  sea.  It  is  true  that  here  the  con- 
ditions affecting  the  risk  are  so  many  and  so  varied  that  the 
problem  of  calculating  a  correct  premium  is  more  complicated, 
but  the  principle  involved  is  the  same. 

Similar  illustrations  are  found  in  every  field  of  Insurance.  No 
property  owner  is  absolutely  sure  that  his  title  is  good  and  no 
one  would  be  willing  to  make  a  single  prediction  about  it  inas- 
much as  his  judgment,  however  good,  might  be  wrong.  But 
given  a  sufficiently  large  group  of  risks  underwriters  are 
willing  to  transform  doubt  into  certainty  by  granting  indemnity 
in  return  for  a  stipulated  premium.  No  merchant  knows  when 
a  given  debtor*s  account  may  have  to  be  written  off  as  a  "bad 
debt,"  nor  how  much  he  may  lose  on  an  individual  debtor,  but 
in  many  lines  of  business  the  average  loss  through  bad  debts  is 
almost  absolutely  sure.  When  a  combination  of  risks  thus  in- 
creases the  certainty  of  the  future  it  becomes  possible  for  the 
manufacturer  to  remove  his  doubts  by  the  purchase  of  a  credit 
insurance  policy.  The  law  of  most  States  makes  a  business 
responsible   for  compensation  to  injured   employees,   usually 
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specifying  exactly  the  amount  to  which  the  individual  employee 
is  entitled;  but  even  in  the  largest  plants  it  is  difficult  to  esti- 
mate the  total  amount  which  will  have  to  be  paid  out  in  any 
given  year.  But  by  combining,  for  instance,  all  steel  plants  in 
the  country  we  can  arrive  at  a  much  more  exact  conclusion,  and 
through  compensation  insurance  can  remove  this  element  of 
chance  from  the  employer's  business.  Probably  most  business 
men  would  admit  that  nothing  is  more  uncertain  than  the  law, 
and  yet  they  assume  a  legal  liability  when  they  permit  a  sales- 
man to  enter  their  premises,  when  they  hang  a  sigh  over  the 
sidewalk,  operate  a  factory  with  windows  opening  on  the 
street,  and  perform  many  other  acts  without  a  thought  of  the 
element  of  risk  thereby  introduced.  A  public  liability  policy 
would  make  many  of  these  uncertainties  certainties. 
^  So  we  might  go  on  to  illustrate  the  element  of  uncertainty 
in  the  operation  of  an  automobile,  in  an  operation  performed  by 
a  physician,  in  the  operation  of  an  elevator,  in  the  existence  of 
a  plate  glass  window,  the  operation  of  a  steani  boiler  and  the 
sending  of  a  package  by  parcel  post,  in  all  of.  which  the  uncer- 
tainty, or  at  least  a  considerable  part  thereof,  may  be  eliminated 
by  the  use  of  insurance.  It  is  the  failure  fully  to  appreciate 
this  principle  that  causes  men  so  often  to  insure  their  property 
but  to  neglect  their  life  insurance,  to  inform  themselves  of  their 
liability  under  compensation  acts,  yet  ignore  their  liability  to  the 
public.  Enough  has  been  said,  however,  to  illustrate  the  possi- 
bilities in  the  removal  of  risk  made  available  to  the  individual 
and  the  business  man.  If  all  uncertainty  could  be  removed 
from  business,  profits  would  be  sure;  insurance  removes  many 
uncertainties  and  to  that  extent  is  profitable.  ^ 

2.  Insiu'ance  increases  business  efficiency. — ^The  natural 
result  of  the  elimination  of  risk  and  uncertainty  is  an  increase 
in  business  efficiency.  Every  manufacturer  knows  that  if  it 
were  possible  for  him  to  reduce  the  uncertainties  of  his  busi- 
ness by  one-half  his  efficiency  as  a  business  unit  would  be  at 
least  trebled.  The  price  of  goods  is  often  regarded  as  an  in- 
dex to  the  efficiency  of  their  production  and  distribution,  and 
it  is  well  known  that  the  smaller  the  risk  involved,  the  lower 
the /price  it  is  possible  to  charge.  The  most  uncertain  busi- 
nesses are  in  the  main  the  most  inefficient  ones;  for  the  exis- 
tence of  the  large  element  of  doubt  minimizes  the  importance 
of  the  many  small  factors  which  go  to  make  up  the  sum  total 
of  efficiency.    With  a  few  great  risks  out  of  the  way  the  busi- 
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ness  man  is  free  to  devote  his  attention  to  those  smaller  per- 
fections which  give  him  an  advantage  over  his  competitors. 

Suppose,  for  example,  that  a  young  man  has  accumulated  a 
small  capital  and  is  offered  an  opportunity  to  invest  this  sum 
in  an  exporting  business.  He  may  be  very  confident  of  the 
success  of  this  business  and  would  be  willing  to  risk  his 
future  in  it  without  reserve.  But  he  reflects  upon  the  hazards 
incidental  to  ocean  transportation  and  the  dangers  of  fire  and 
dishonesty.  His  investment  represents  an  accumulation  ac- 
quired by  saving  and  hard  labor,  and  when  he  considers  the 
chances  of  fire,  of  shipwreck,  of  damage  to  the  goods  by  water, 
etc.,  he  becomes  unwilling  to  take  the  risk  unless  insurance  is 
introduced  as  a  means  of  protection.  With  this  assurance  he 
is  an  efficient  business  man,  without  it  he  is  a  gambler  harassed 
by  doubt  and  hesitation. 

/  Merchants  would  be  unwilling  to  trust  their  goods  upon  the 
ocean  if  they  were  not  protected  by  marine  insurance  and 
would  he  content  to  let  foreign  trade  take  care  of  itself,  prefer- 
ing  to  avoid  the  risks  incidental  to  water  transportation. 
Without  insurance  many  employers  would  be  afraid  to  entrust 
large  sums  of  money  and  important  duties  to  subordinates, 
and  would  be  forced  to  give  their  own  valuable  time  and  at- 
tention to  these  affairs;  but  when  protected  by  a  bonding  com- 
pany's policy  they  know  that  most  of  the  risk  has  been  re- 
moved. Without  some  form  of  compensation  insurance  a 
small  business  would  constantly  worry  along  under  the  danger 
of  being  rendered  insolvent  by  the  claim  of  an  injured  work- 
man.   In  many  States  this  form  of  insurance  is  compulsory. 

As  further  illustrations,  let  us  take  the  case  of  a  partnership, 
and  the  relations  between  employer  and  employee.  It  may 
seem  a  strange  statement  but  it  is  nevertheless  true,  that  life 
insurance  has  made  the  partnership  a  more  attractive  form  of 
business  enterprise.  This  is  so  because  a  partner  may  die  and 
his  heirs  be  disinclined  to  continue  the  business,  asking  instead 
for  a  division  of  the  assets.  Under  such  circumstances  it  is 
doubtful  whether  the  remaining  partners  would  be  in  a  position 
to  pay  promptly  the  large  sum  necessary  to  purchase  the  in- 
terest of  the  deceased  partner,  and  yet  without  this  resource 
the  heirs  may  make  considerable  trouble  for  the  business.  A 
life  insurance  policy  with  the  proceeds  payable  to  the  business 
upon  the  death  of  the  partner  provides  funds  which  are  im- 
mediately available  to  satisfy  his  heirs.     The  partners  may 
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thereby  eliminate  this  worry  from  the  large  number  of  dis- 
quieting possibilities  which  they  have  to  face. 

In  recent  years  business  men  have  attempted  to  stabilize 
relations  with  employees  by  furnishing  them  with  insurance, 
the  employer  paying  all  or  a  portion  of  the  premium  and  thus 
making  the  employee  feel  that  the  concern  is  vitally  interested 
in  his  welfare.  That  far-sighted  business  men  have  realized 
the  value  of  this  relief  is  evident  from  the  purchase  of  group 
insurance  policies  involving  millions  of  dollars  of  insurance,  as 
illustrated  by  the  Arlington  Mills  policy  for  eight  million  dol 
lars,  the  policy  of  the  Mid-West  Refining  ^Company  for  two 
million  dollars,  and  policies  of  approximately  one  million  dol- 
lars in  the  Westinghouse  Companies,  the  Acadia  Mills,  the 
Monomac  Spinning  Company,  the  Trans-Continental  Oil  Com- 
pany and  many  other  important  concerns.  ^ 

In  extending  credit  to  customers  every  merchant  hopes  and 
expects  that  the  buyer  will  pay  in  full;  he  depends  upon  his 
credit  department  to  eliminate  all  the  bad  risks.  Let  us  go  a 
step  further  and  assume  that,  since  past  experience  shows  him 
that  a  certain  relatively  small  loss  from  this  cause  is  normally 
to  be  expected,  he  adds  something  to  the  price  of  his  goods  to 
cover  it.  There  still  remains  the  uncertainty  as  to  whether  such 
addition  is  sufficient.  The  failure  of  a  single  large  customer 
may  transform  the  year's  operations  from  success  to  failure, 
or  unusual  business  conditions  may  increase  the  loss  to  unex- 
pected size.  But  by  means  of  a  credit  insurance  policy  he  can 
go  still  further  and  eliminate  most  of  this  remaining  risk, 
thereby  increasing  the  efficiency  of  his  credit  department.  ^ 

We  find,  therefore,  that  all  forms  of  insurance  possess  in 
common  the  attribute  of  improving  efficiency  in  business  by 
removing  doubt,  worry  and  hesitation;  an  attribute  which  is 
manifested  by  the  emancipation  of  the  business  man  from  fear 
of  possible  loss,  the  encouragement  to  enter  into  business  pro- 
motions, the  insurance  of  fidelity  of  employees,  removal  of  a 
dangerous  element  in  partnerships,  stabilization  of  relations 
with  employees  and  the  diminution  of  losses  through  bad  debts^ 

3.  Insiirance  tends  toward  the  equitable  assessment  of 
cost. — ^Another  advantage  of  insurance  as  conducted  by  modern 
methods  is  the  correct  distribution  of  costs.  Owing  to  the  fact 
that  insurance  is  based  up6n  large  numbers  of  risks  it  has  be- 
come practically  a  necessity  to  have  a  large  and  well  organized 
system  for  determining  premium  rates.     It  is  essential  to  the 
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success  of  the  insurance  business  that  costs  be  assessed  equit- 
ably among  policy-holders.  In  life  insurance  it  is  necessary  to 
employ  the  services  of  expert  actuaries  and  mathematicians, 
not  only  to  arrive  at  premium  rates,  but  to  calculate  surrender 
values,  reserves,  policy  loans,  methods  of  converting  policies, 
and  to  solve  many  other  problems.  In  iire  insurance,  a  vast 
number  of  factors  have  to  be  judged  in  arriving  at  the  rate 
on  a  risk/  As  expressed  by  one  writer:  "He  who  assumes  the 
risk  of  a  flour  mill,  for  example,  should  know  more  of  its  dan- 
gers than  the  miller  himself  *  *  *  Drawing  a  greater 
number  of  contracts  in  a  year  than  do  many  lawyers  in  a  life- 
time, and  standing  often  face  to  face  with  the  most  perplexing 
questions  of  jurisprudence,  it  may  be  questioned  if  he  should 
know  less  than  does  the  attorney  who  has  made  it  his  profes- 
sion. Seriously  affected  by  every  discovery  of  the  chemist,  and 
liable,  at  any  moment,  to  have  his  chances  of  loss  on  whole 
classes  of  risks  alarmingly  increase^  by  new  chemical  combina- 
tions which  follow  each  other  as  rapidly  as  the  changes  of  a 
kaleidoscope,  he  should  know  not  less  of  them  all  than  does  the 
chemist  himself.  In  short,  there  is  scarcely  a  science,  art,  or 
manufacture  with  which  he  should  not  be  more  or  less 
familiar,  and  if  the  successful  conduct  of  any  one  business  or 
calling  requires  a  life-time  of  study  and  application,  how  much 
more  should  the  business  of  insurance — which  demands  a 
knowledge  more  or  less  intimate  of  every  other — require 
lifelong  study  and  the  closest  and  most  constant  observation."  ^ 
In  marine  insurance,  the  problem  becomes  even  more  difficult, 
due  to  the  multiplicity  of  considerations  to  be  taken  into  ac- 
count ;  and  the  involved  procedure  developed  in  the  making  of 
compensation  insurance  rates  would  be  a  puzzle  to  many  a 
mathematician.  Naturally  such  work  can  best  be  performed 
by  persons  who  make  this  their  business,  and  only  by  an  organ- 
ized system  of  insurance  is  a  group  of  persons  developed  who 
specialize  in  this  essential  work.  Indeed  the  theory  and  prac- 
tice of  insurance  have  been  so  extensively  and  intensively  de- 
veloped within  recent  years  that  no  person  can  be  thoroughly 
familiar  with  all  phases  of  all  branches  of  the  business. 
^  4.  Insurance  serves  as  a  basis  of  credit. — Credit  extension 
is  a  most  important  service  in  modern  business  life  and  is  con- 
tributed to  by  practically  all  forms  of  insurance.    The  simplest 

*  P.  C.  Moore,  "Fire  Insurance  and  How  to  Build/'  New  York,  1903,  pp.  22 
and  23. 
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illustration  of  the  necessity  of  insurance  is  the  example  of  a 
mortgage  upon  real  estate.  No  mortgagee  is  willing  to  lend 
his  money  with  property  as  security  unless  he  knows  that  such 
property  is  protected  from  destruction  by  fire.  No  dealer  cares 
to  sell  goods  to  a  retailer  on  credit  unless  he  has  some  assurance 
that  the  goods  and  the  business  of  the  retailer  are  protected 
from  sudden  disaster  by  fire.  It  is  well  known  that  the  bulk  of 
international  financial  transactions  depend  upon  three  docu- 
ments, a  draft,  a  bill  of  lading  and  a  marine  insurance  certifi- 
cate; and  the  last  is  not  the  least  important  of  these.  The  bill 
of  lading  gives  security  to  the  draft  and  the  marine  insurance 
certificate  gives  security  to  the  bill  of  lading.  Business  men 
are  unable  to  obtain  loans  at  the  bank  if  their  property  is  not 
protected  against  loss  by  fire  and  a  grain  dealer  can  not  use 
his  warehouse  receipts  as  collateral  for  a  loan  unless  the  grain 
is  protected  against  a  similar  risk. 

While  the  part  played  by  fire  and  marine  insurance  in  the 
extension  of  credit  is  quite  generally  recognized,  there  are  few 
who  realize  that  logically  other  forms  of  insurance  should  oc- 
cupy a  similar  position  and  be  viewed  by  creditors  as  equally 
necessary.  A  bank  in  making  a  loan  to  a  business  investigates 
its  assets  but  sometimes  overlooks  the  greatest  of  all, — the  life 
of  the  leading  spirit  in  that  business.  His  life  may  be  of  more 
importance  to  the  success  of  that  business  than  the  final  value 
of  any  other  asset.  Why,  therefore,  should  not  life  insurance 
be  considered  as  necessary  to  the  extension  of  credit  as  fire 
insurance?  Life  insurance  also  serves  its  purpose  in  the  pur- 
chase of  a  home  on  credit.  If  the  wage  earner  of  the  family 
lives  to  pay  the  installments  upon  the  purchase  price,  every- 
thing may  finally  work  out  satisfactorily;  but  what  will  be 
the  situation  if  his  death  occurs  before  the  obligation  is  dis- 
charged and  his  dependents  are  left  to  shoulder  the  burden 
of  the  remaining  payments?  They  should  be  protected 
against  this  contingency  by  the  existence  of  a  life  insurance 
policy  to  the  extent  of  the  debt,  at  least.  One  class  of  assets 
of  a  business  is  the  accounts  owing  to  it  by  other  concerns. 
But  we  know  that  such  accounts  are  of  varying  value,  depend- 
ing not  only  upon  the  character  of  the  debtors  but  upon  future 
business  conditions.  Before  these  debts  are  taken  at  their  face 
value  it  is  logical  that  they  be  guaranteed  in  some  manner,  as 
for  instance  being  covered  by  a  credit  insurance  policy.  The 
possibility  of  the  ruin  of  a  business  by  the  dishonesty  of 
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trusted  employees  is  worth  consideration  in  passing  upon  it  as 
a  credit  risk  and  it  would  seem  discreet  to  require  that  the 
creditor  be  protected  against  this  possibility  by  the  existence  of 
a  bonding  company's  policy,  which  will  minimize  the  possi- 
bility of  such  dishonesty  and  reimburse  for  any  loss  that  may 
occur. 

These  forms  of  insuramce,  therefore,  increase  the  credit 
standing  of  the  business  in  question.  If  we  agree  that  life  in- 
surance for  an  important  person  in  the  business,  is  as  essential 
as  fire  insurance  on  its  property,  why  should  not  the  health  of 
the  same  individual  be  required  to  be  insured,  on  the  ground 
that  it  also  is  an  essential  part  of  the  credit  rating  of  the 
business  ? 

The  above  illustrations  are  sufficient  to  show  that  a  very 
narrow  view  has  usually  been  taken  of  the  value  of  insurance 
as  a  factor  in  the  extension  of  credit;  that  in  fact  there  is  no 
good  reason  for  not  considering  every  form  of  insurance  car- 
ried by  a  business  concern  or  an  individual  as  a  part  of  credit 
rating.  How  illogical  it  is  to  consider  an  automobile  as  a  busi- 
ness asset,  when  under  certain  conditions  its  risks  outweigh 
its  benefits,  and  yet  refuse  to  recognize  a  compensation  insur- 
ance policy,  a  burglary  policy,  a  surety  bond  or  an  accident 
and  health  policy,  all  of  which  under  all  conditions  protect 
against  risks  instead  of  creating  them. 

5..  The  capitalization .  of  earning  power. — ^We  are  all 
familiar  with  this  idea  in  corporation  finance.  We  consider 
the  worth  of  a  corporation  as  being  its  value  as  a  going  con- 
cern, and  we  estimate  the  intangible  asset  called  good-will  by 
separating  its  earnings  from  the  earnings  of  tangible  assets. 
We  speak  of  the  security  market  being  a  market  for  incomes, 
meaning  that  persons  are  willing  to  pay  for  a  security  their  es- 
timate of  its  present  and  future  earning  power.  Many  persons 
have  applied  this  idea  to  personal  finance  also  with  the  assis- 
tance of  some  form  of  insurance  policy. 

Let  us  assume  that  a  machine  produces  a  net  income  of 
$2,000  after  the  money  necessary  for  its  up-keep  and  allow- 
ance for  interest  have  been  deducted,  and  that  the  average  life- 
time of  this  machine  is  twenty-five  years.  It  is  easy  to  compute 
that  its  capital  value  under  these  circumstances  is  approxi- 
mately $50,000,  and  that  if  it  were  lost  this  would  measure 
approximately  the  detriment  to  the  business  owning  it.  By 
a  similar  method  it  is  easy  to  calculate  the  monetary  value  of 
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the  life  of  a  bread-winner  to  his  family.  Why  should  not  the 
earning  power  of  a  human  life  be  represented  by  an  insurance 
policy  to  its  capitalized  value,  a  policy  which  will  reimburse 
his  dependents  for  the  loss  of  that  earning  power?  Let  us 
further  assume  that  a  machine  such  as  described  above  must  be 

•  repaired  when  damaged  and  that  under  these  conditions,  in- 
stead of  bringing  in  a  net  income  of  $2,000  it  costs  the  business 
$2,000  to  restore  it.  The  human  machine  is  similar  to  this, 
when  viewed  in  relation  to  his  family  which  must  support  him 
when  he  is  ill  or  crippled.  Not  only  does  he  then  lose  his  earn- 
ing power  but  he  becomes  an  expense  to  his  family;  and  if  to- 
tally disabled  he  is  in  a  condition  which  has  been  described  as  ^'a 
living  death."  His  family  should  be  protected  against  the 
possibility  of  the  hunian  asset  becoming  a  liability  by  accident 
and  health  insurance  and  by  a  total  disability  clause  on  the  life 
insurance  policy. 

The  position  of  a  business  firm  in  relation  to  a  valuable  em- 
ployee is  very  much  the  same  as  the  position  of  the  family  with 
respect  to  its  principal  support.  The  principle  illustrated  by 
the  above  paragraphs  has  been  more  and  more  recognized'  in 
recent  years  by  progressive  business  men.  There  is,  for  in- 
stance, a  policy  of  two  million  dollars  issued  on  the  life  of  the 
pr^ident  of  the  Fisk  Rubber  Company  and  vice-president  of 
the  Willys-Overland  Company,  a  large  part  of  which  is  for 

%the  protection  of  the  business.  This  is  one  of  the  more  un- 
usual cases,  but  hundreds  of  ordinary  illustrations  might  be 
died  of  policies  of  from  $100,000  to  $500,000  used  for  this 
purpose.  ^v. ,     -  I 

In  the  same  sensq  the  b6ok  accounts  of  a  business  may  be 
regarded  as  assets  from  which  a  certain  earning  power  is  ex- 
pected. Every  loss  from  bad  debts  diminishes  the  net  earnings 
of  these  book  accounts  and  against  the  insolvency  of  debtors 
there  is  only  one  sure  remedy, — the  existence  of  a  credit  in- 
surance policy.  'Part  of  the  value  of  the  title  to  a  piece  of  real 
estate  lies  in  its  marketability,  and  this  in  turn  is  dependent 
upon  the  soundness  of  the  title.  The  marketability  of  titles  is 
today  practically  universally  protected  by  title  insurance  poli- 
dcs.  The  same  idea  is  applicable  to  any  form  of  property. 
A  fire  insurance  premium  might  be  considered  as  capitalizing 
the  value  of  a  building,  a  plate-glass  policy  as  capitalizing  the 
value  of  a  window,  use  and  occupancy  protection  as  capitalizing 
the  value  of  a  'Agoing"  business,  a  marine  policy  as  capitalizing 
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the  value  of  a  cargo  shipment.  In  each  of  these  cases,  of  course, 
this  statement  is  true  only  to  the  extent  to  which  the  particular 
policy  protects,  but  if  a  policy  covering  all  possible  contin- 
gencies were  issued  on  property  the  idea  would  be  true  in 
every  respect.  , 

6.  Insurance  makes  saving  possible. — Insurance  must  be 
regarded  as  a  hedge — a  word  familiar  alike  in  the  sporting  and 
conunercial  world.  If  a  person  who  has  entered  into  a  con- 
tract for  the  future  delivery  of  wheat  protects  himself  by  con- 
tracting with  another  for  the  future  delivery  of  the  same  article 
he  is  said  to  have  "hedged,"  because  whatever  'he  may  lose  on 
the  first  contract,  he  makes  on  the  second.  In  a  similar  fashion, 
life  insurance  may  be  used  as  a  hedge  against  the  risks  of  sav- 
ing. Many  men  decide  to  obtain  protection  by  the  practice  of 
saving  regardless  of  the  fact  that  death  may  not  give  them 
time  to  accomplish  their  object.  The  following  illustration 
will  make  this  clear.  Suppose  of  two  thousand  healthy  men, 
each  twenty-five  years  of  age,  and  married,  one  thousand  de- 
cide to  save  money  and  protect  their  wives  by  placing  $100 
in  the  bank  at  interest  each  year,  and  the  other  one  thousand  de- 
cide to  invest  an  equal  amount  annually  in  life  insurance.  The 
following  table  shows  the  results :  * 

Savings  Group:  Insured  Group: 

End  of  No.  of        Ami,  received  No.  of        Ami,  received 

Widovjs  by  each  fFidovfs  by  each 

l8t  year 8  $104  S  .              $5,000 

5th  year 40  104—564  40  5,000 

10th  year 80  104—1249  80  5,000 

20th  year 174  104—3096  174  5,000 

28th  year 238  104—5197  238  5,000 

It  IS  apparent  that  even  tho  after  the  27th  year  some  financial 
advantage  accrues  from  the  savings  plan,  such  advantage  goes 
only  to  those  who  ( 1 )  are  fortunate  enough  to  live  that  long 
and  (2)  are  possessed  of  sufficient  will-power  to  continue  sav- 
ing unassisted. 

Some  business  firms  decide  to  carry  their  own  insurance  risk 
by  the  practice  of  self-insurance,  which  involves  setting  aside 
a  certain  sum  each  year  in  a  fund  to  pay  any  losses  incurred. 
The  great  and  obvious  risk  involved  here  is  no  different  in  any 
essential  respect  from  the  risk  run  by  the  one  thousand  men 
who  used  the  savings  fund  as  protection.    If  a  fire  or  a  large 

*  These  results  are  excluding  any  possible  dividends  received. 
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compensation  payment  or  a  disastrous  damage  suit  comes  too 
soon,  it  may  find  the  self-insurance  fund  with  insufficient  ac- 
cumulation to  meet  the  consequences.  Against  such  a  contin- 
gency insurance  provides  an  intelligent  and  common-sense 
hedge.  Instead  of  immediately  assuming  all  the  risk  of  self- 
insurance  it  would  be  wiser  for  many  business  men  to  assume 
this  risk  gradually,  combining  one-tenth  self-insuirance  with  , 
nine-tenths  insurance  the  first  year,  one-fifth  self-insurance  with 
four-fifths  insurance  the  second  year,  and  so  on  until  the  ob- 
ject they  have  in  mind  is  fully  attained.  Thus  in  a  sense 
insurance  may  be  regarded  as  prerequisite  or  essential  to  sav- 
ing, in  order  to  guard  against  uncertain  results  of  the  latter. 

7.  Insurance  as  an  investment. — Some  forms  of  insurance 
combine  with  the  insurance  feature  an  investment  element. 
This  is  only  incidental  to  the  protection  element  and  yet  serves 
a  useful  purpose.  In  life  insurance  particularly,  its  importance 
has  been  emphasized.  Under  the  level-premium  plan,  a  man 
pays  in  the  early  years  of  the  policy  a  premium  more  than 
sufficient  to  carry  the  risk  and  this  saving  goes  to  make  up  for 
the  deficiency  in  the  annual  premium  in  the  latter  years  of  the 
policy  when  the  mortality  rate  has  greatly  increased.  The 
extra  amounts  collected  in  the  early  years  are  therefore  in  the 
nature  of  savings  which  earn  interest.  This  saving  element 
exists  in  some  term  policies,  in  all  ordinary«life  policies  to  some 
extent,  to  a  greater  extent  in  the  limited-payment  and>  is  ex- 
tended still  further  in  the  endowment  policy,  which  purposely 
ccnnbines  life  insurance  and  saving.  The  sums  so  accumulated 
by  the  insurance  company  earn  interest  and  experience  has 
shown  that  insurance  companies  have  earned  a  fairly  large  rate 
of  interest  for  the  remarkable  safety  of  the  investment.  In 
the  past  twenty-five  years  it  is  said  that  no  policy-holder  has 
lost  any  of  the  savings  he  had  in  any  large  and  well-established 
legal  reserve  life  insurance  company. 

In  other  forms  of  insurance  the  saving  feature  is  less  promi- 
nent. By  straining  the  analogy  somewhat  we  may  consider 
diat  the  amounts  put  into  a  self-insurance  fund  or  paid  out  as 
premiums  are  put  aside  into  a  fund  for  a  "rainy  day" — to  take 
care  of  losses  which  are  sure  to  occur  to  the  group  as  a  whole, 
although  each  individual  member  of  the  group  hopes  that  he 
win  not  be  the  victim.* 

*Sce  also  the  fire  insurance  plan  of  the  "Philadelphia  Contributionship,'* 
AHiendiT  XXIX. 
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Insurance  companies  have  further  developed  this  idea  of 
thrift  by  making  it  applicable  to  the  proceeds  of  policies.  In 
order  to  prevent  beneficiaries  from  squandering  the  proceeds  of 
a  life  insurance  policy,  income  policies  have  been  invented, 
which  provide  for  the  payment  of  the  proceeds  in  instalments. 
Likewise,  the  proceeds  of  the  policy  may  be  left  with  the  com- 
pany for  safe  keeping,  earning  meanwhile  a  reasonable  rate  of 
interest.  Some  companies  have  sold  "gold  bond"  policies, 
the  proceeds  of  the  policy  being  a  bond  with  fixed  interest  pe- 
riods instead  of  cash.  It  should  also  be  noted  that  the  saving 
element  in  a  life  insurance  policy  has  been  made  little  different 
from  the  saving  plan  of  a  bank,  inasmuch  as  the  policy-holder 
may  borrow  at  any  time  from  the  savings  fund  he  has  accumu- 
lated or  may  withdraw  it  entirely  in  the  form  of  a  surrender 
value. 

8.  Insurance  promotes  thrift. — In  the  illustration  of  the 
two  thousand  men,  one  thousand  of  whom  made  use  of  insur- 
ance, it  was  assumed  that  all  of  those  who  adopted  the  savings 
.method  possessed  the  determination  to  adhere  to  their  plan 
and  that  none  failed  to  put  away  $100  faithfully  each  year. 
In  actual  practice,  however,  we  know  that  it  is  difficult  to  save, 
and  what  would  appear  to  be  a  small  assistance  is  often  the 
difference  between  success  and  failure.  Life  insurance  pro- 
vides certain  inducements  to  save.  In  the  first  place,  each 
person  receives  a  notice  a  short  time  in  advance  of  the  date 
when  his  annual  premium  is  due,  making  it  impossible  for  him 
to  forget  the  payment  and  forming  the  habit  of  putting  away 
a  small  sum.  at  regular  and  determined  inter\''als,  an  element 
which  has  always  been  insisted  upon  as  essential  to  the  develop- 
ment of  thrift.  This  encouragement  of  saving  undoubtedly 
results  in  many  persons  accumulating  sums  which  they  other- 
wise would  never  have.  Money  or  time  which  would  other- 
wise be  wasted  is  utilized  for  the  purpose  of  meeting  these 
regular  payments  and  this  has  been  said  by  one  writer  to  bear 
the  same  relation  to  thrift  that  the  utilization  of  by-products 
does  to  manufacturing — much  being  saved  that  would  other- 
wise be  wasted.  In  a  savings  bank,  furthermore,  a  depositor  is 
usually  allowed  to  withdraw  his  funds  upon  short  notice  at  any 
time,  so  that  a  resolution  to  save  may  be  broken  without  seri- 
ous reflection.  Under  the  life  insurance  contract  no  with- 
drawal is  usually  permitted  during  the  first  two  years  of  the 
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contract,    and  sometimes  even  after  this  date  a  withdrawal 
charge  is  made. 

9.  Insurance  as  a  provision  for  old  age. — ^Another  form 
of  savings  must  be  referred  to  here.  In  most  cases  saving 
consists  of  putting  away  small  sums  in  order  to  accumulate  a 
large  fund,  but  the  term  may  be  equally  well  applied  to  the 
putting  away  of  a  large  sum  in  order  to  insure  the  payment  of 
a  number  of  small  sums  in  the  future.  Some  persons  who  are 
in  possession  of  considerable  money  have  no  dependents  to  pro- 
tect and  their  only  concern  is  to  make  sure  that  they  will  them- 
selves be  taken  care  of  in  their  old  age.  The  interest  on  the 
sum  they  possess  may  not  be  sufficient  for  this  purpose,  and  as 
soon  as  they  begin  to  draw  upon  the  principal,  they  reduce  their 
annual  income,  and  have  no  guarantee  that  they  may  not  be  so 
unfortunate  as  to  live  too  long.  Such  a  person  may,  however, 
save  his  principal  sum  by  investing  it  in  the  form  of  an  annuity, 
which  guarantees  him  an  annual  income  as  long  as  he  may  live. 
An  illustration  will  make  this  plain.  Suppose  a  man,  age  65, 
has  accumulated  $8,000,  the  interest  of  which  at  6  per  cent 
will  provide  him  with  $480  annually,  a  sum  which  is  insuffi- 
cient to  support  him.  By  using  a  portion  of  the  principal  each 
year  he  can  increase  the  sum  annually  available  to  $700  or 
$800,  but  he  runs  the  danger  that  the  principal  will  be  ex- 
hausted and  that  he  will  then  be  feft  without  any  income.  On 
the  other  hand,  for  $8,000  he  may  purchase  an  annuity  which 
will  pay  him  about  $900  a  year  until  his  death,  however  late 
that  may  occur. 

It  may  be  that  sometime  in  the  future  we  will  have  in  the 
United  States  a  form  of  insurance  which  is  common  in  Europe 
— old  age  insurance — in  which  the  worker  is  compelled,  if 
necessary,  to  lay  aside  a  portion  of  his  earnings  in  early  years 
to  support  him  in  his  old  age. 

10.  Community  benefits  of  insurance. — The  uses  so  far 
enumerated  have  been  individual  in  character  but  insurance 
also  performs  some  services  which,  while  not  designed  to 
benefit  any  particular  individual,  nevertheless  benefit  all,, 
through  their  effect  upon  the  community.  Among  these  public 
services  may  be  mentioned  the  following: 

a.  Fire  insurance  and  other  forms  of  property  insurance 
encourage  the  individual  to  look  forward  to  the  future  by 
urging  him  to  provide,  not  merely  for  the  present,  but  for 
events  which  may  reasonably  be  anticipated.     Adequate  pro- 
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vision  for  the  future  distinguishes  the  civilized  from  the  sav-  ^ 
age  community  and  marks  the  difference  between  stability  and 
instability  in  business.  The  principle  of  providing  for  future 
contingencies  has  long  been  recognized  in  corporation  finance 
and  its  scope  is  only  beginning  to  be  realized  in  personal  affairs 
and  business  policy  outside  of  the  field  of  finance.  Life  insurance 
goes  further  and  impels  a  man  to  provide,  not  merely  for  his 
own  lifetime,  but  even  for  the  period  after  his  death:  It  there- 
by greatly  increases  the  sense  of  responsibility  and  strengthens 
family  connections.  Similarly,  credit  insurance  is  fundamen- 
tally an  attempt  to  stabilize  business  conditions  and  title  in- 
surance performs  the  same  function  for  property  rights. 

b.  Life  insurance,  workmen's  compensation  insurance  and 
accident  and  health  insurance  relieve  the  community  of  much  ^ 
of  the  expense  which  would  otherwise  be  incurred  for  the  care 
of  dependents  left  by  the  improvident.  They  encourage  persons 
not  to  depend  upon  the  charity  of  the  state,  but  rather  upon 
their  own  efforts  to  prevent  poverty  and  distress  and  thus 
strengthen  character.  So  great  a  social  factor  has  this  been 
considered  abroad  that  systems  of  social  insurance  have  been 
built  up,  enforced  by  and  in  some  instances  supported  by  the 
State.  Fires,  defalcations,  failures,  explosions,  tornadoes  and 
other  calamities  have  likewise  often  tended  in  the  past  to  im- 
poverish families  which  would  have  been  relieved  of  the  finan- 
cial shock  if  adequate  insurance  had  been  maintained. 

c.  All  forms  of  insurance,  by  lessening  the  number  of  persons 
who  are  rendered  destitute  through  such  happenings,  tend  to 
maintain  the  standard  of  living.  They  reduce  the  number  of 
unfortunate  examples  of  destitution  and  misery  which  operate 
to  lower  the  ideals  and  standards  of  conduct  of  others  who  are 
brought  in  contact  with  them. 

d.  A  well-organized  system  of  insurance  tends  to  distribute 
equitably  the  cost  of  accidental  events  which  would  otherwise 
be  paid  in  a  haphazard  manner.  For  example,  the  cost  of  fire 
insurance  is  now  reflected  fairly  accurately  in  rents;  but  in  the 
absence  of  a  system  of  insurance  some  tenants  might  pay  exces- 
sive sums  while  others  did  not  pay  their  fair  share  of  the  fire 
losses.  Credit  losses,  instead  of  being  cared*  for  by  a  small 
and  regular  addition  to  the  selling  price,  in  the  absence  of  in- 
surance are  met  by  an  assessment  depending  on  circumstances, 
naturally  resulting  in  an  addition  sometimes  deficient  and  some- 
times excessive. 
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c  All  forms  of  insurance,  if  properly  conducted,  tend  tof*- 
reduce  the  extent  of  the  evils  they  are  designed  to  alleviate. 
The  strongest  argument  for  the  seduction  of  fire  losses,  for 
example,  is  the  pecuniary  argument  that  smaller  losses  will 
make  possible  smaller  premiums.     The  cooperative   effort, 
which  is  primarily  intended  to  collect  and  disburse  insurance 
funds,  tends  to  be  applied  in  time  to  the  reduction  of  losses. 
Thus,   fire   insurance  inspections,   life  insurance  medical   and 
nursing  services,  oversight  by  bonding  companies  of  employees,    a 
inspection  of  automobiles  and  of  factories,  are  expedients  in-  w 
troduced  to  prevent  fires,  reduce  the  death  rate,  prevent  sick- 
ness, eliminate  theft  and  defalcation,  prevent  automobile  acci- 
dents  and    reduce    the   number    and   severity    of    industrial 
acddents.    These  efforts  were  fostered  and  supported  by  insur-^ 
ance. 

f.  Insurance  accumulates,  from  the  small  deposits  of  many  ^ 
persons,  a  large  fund  which  may  be  invested  and  used  in  the 
development  of  American  enterprise.  In  other  words,  vast 
funds  are  made  avaifable  as  capital  which  otherwise  would 
licver  be  brought  together  in  one  place.  The  reserves  of  life, 
fire,  compensation  and  casualty  insurance  companies  represent 
the  contributions  of  millions,  each  contribution  being  insignifi- 
cant in  itself,  but  in  total  amounting  to  a  sum  equal  to  the  na- 
tional debt  of  the  United  States  in  1918.  This  vast  sum  is  dis- 
tributed among  the  securities  of  enterprises  of  all  kinds. 

g.  Insurance  has  enabled  small  business  enterprises  to  com-  «• 
pete  with  large  corporations  upon  more  equal  terms.  As  pre- 
viously remarked,  the  element  of  risk  is  a  highly  important 
one  in  any  business.  A  large  company  can  afford  to  take  some 
risk.  If  one  of  its  forty  buildings  burns,  the  loss  is  not  so  seri- 
ous; should  the  only  building  of  a  small  competitor  be  de- 
stroyed, all  is  lost.  The  same  is  true  of  many  other  kinds  of 
assets.  The  small  business  cannot  afford  to  take  much  risk. 
A  large  business  in  the  absence  of  insurance  Is  able  to  maintain 

a  self-insurance  fund,  because  its  resources  are  great  enough 
and  its  risks  sufficiently  diversified  and  distributed  to  make 
such  a  fund  of  some  value,  but  to  a  small  ]buslness  this  Is  a 
pure  gamble.  Insurance  has  therefore  been  of  special  benefit  to 
the  small  manufactiyer  and  merchant.  ^ 

The  several  propsitions  contained  in  this  chapter  may  then 
be  smnmarized  as  follows : 


• 
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( 1 )  The  various  services  rendered  by  insurance  are  usually 
very  inadequately  appreciated;      ^ 

(2)  There  is  a  striking  •similarity  in  the  benefits  rendered 
by  all  forms  of  insurance ;  ^ 

(3)  Insurance    increases    the    security   of   business    enter- 
prises ; 

(4)  Insurance  tends  to  improve  the  efficiency  of  business; 

(5)  Insurance  equitably  distributes  the  costs  of  losses; 

(6)  Insurance  is  an  important  factor  in  the  modern  credit 
•    system ;  * 

(7)  Insurance  enables  the  capitalization  of  various  assets, 
human  and  inanimate;- 

(8)  Insurance  is  intimately  connected  with  saving  and  in 
fact  makes  the  latter  practicable ; ' 

(9)  Insurance  provides  a  safe  investment  for  surplus  funds;  v ' 

(10)  Insurance  encourages  and  promotes  thrift;' 

(11)  Insurance  furnishes  a  method  of  providing  for  old 
age;    /  ,^ 

(12)  Insurance  is  beneficial  from  the  social  as  well  as  the 
individual  standpoint  \ 


Chapter  II 

THE  FUNDAMENTAL  PRl5[CIPLES  OF 

INSURANCE 

Definition  of  insurance. — Insurance  may  be  defined  as  a 
social  device  whereby  one  person  is  enabled  to  make  a  con- 
tract with  another,  the  second  party  agreeing  to  assume  cer- 
tain definite  risks  of  the  first  party  upon  payment  by  the  latter 
of  a  compensation  called  the  premium.  This  agreement  is 
subject  to  the  general  law  of  contract,  the  application  of  which 
is  limited  in  many  essential  respects,  however,  by  the  peculiar 
nature  of  the  cftntract  and  by  well-understood  customs  and 
usages  of  the  business. 

Essential  requirements  for  insurance. — In  order  that  such 
a  contract  may  operate  equitably,  produce  the  desired  benefits 
and  be  practical  from  a  business  point  of  view,  certain  condi- 
tions are  absolutely  necessary.  Briefly  stated,  these  conditions 
are  the  following : 

1.  The  insured  must  be  subject  to  a  real  risk.  This  risk 
may  be  a  loss  of  goods  or  benefits  which  he  already  possesses 
or  of  prospective  benefits  or  profits.  The  threatened  loss  may 
be  a  loss  of  visible  property  or  of  such  an  intangible  thing  as 
a  legal  right  of  action ;  but  it  is  important  that  the  contract  be 
based  upon  some  actual  possibility  of  loss  and  not  upon  the 
mere  desire  of  the  insured  to  bet  against  the  happening  of 
some  event.  The  latter  is  a  perversion  of  the  real  function 
of  insurance.  It  is  preferable  that  the  risk  be  one  which  can- 
not be  affected  by  the  actions  of  the  parties  involved ;  i.e.,  that 
the  insured  cannot  himself  produce  the  event  insured  against 
or  increase  the  probability  of  its  happening.  At  least,  he 
should  have  no  incentive  for  so  doing,  as  otherwise  a  great 
moral  hazard  is  involved  in  the  contract.  But  if  this  were 
strictly  adhered  to  many  forms  of  insurance  would  be  pre- 
vented from  adequately  exercising  their  legitimate  functions. 

2.  It  has  been  found  in  practice  that  the  risk  to  be  insured 
must  be  important  enough  to  warrant  the  existence  of  an  in- 
surance oHitract.  Many  policies  of  insurance  exclude  unim- 
portant losses  as  costing  more  to  insure  than  the  value  of  the 
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protection  given.  Obviously  to  cover  everylTsmall  loss  that 
might  possibly  occur  would  be  to  greatly  increase  the  cost  of 
protection  at  the  expense  of  those  who  desire  protection  against 
really  great  hazards.  Thus  in  marine  insurance  it  is  custom- 
ary to  exempt  the  insurer  from  liability  for  small  losses;  in  com- 
pensation laws  the  injured  workman  does  not  recover  for  the 
first  few  days  of  disability,  and  in  accident  and  health  insur- 
ance various  restrictions  are  introduced  limiting  the  company's 
liability. 

3.  The  cost  of  insurance  must  not  be  prohibitive.  In  order 
to  be  of  any  great  benefit  to  a  large  portion  of  the  business 
community  the  premium  paid  must  be  sufficiently  small  to  be 
within  the  reach  of  nearly  everyone.  Otherwise  the  risks 
written  will  be  confined  to  a  small  and  select  group  of  persons 
insufficient  in  number  to  allow  the  law  of  average  to  work. 
Likewise  the  expense  of  doing  business,  which  is  a  factor  in  the 
size  of  the  premium,  must  be  kept  within  due  proportions. 
We  have  seen  many  instances  in  the  past  where  new  methods 
of  conducting  the  insurance  business  have  been  introduced  by 
competition  because  the  expense  of  existing  methods  was  thought 
to  be  excessive.  It  is  essential  for  insurance  agents  and  brok- 
ers to  remember  that  their  income  is  derived  in  the  last  analysis 
from  the  premiums  paid  by  the  policy-holders  and  that  conse- 
quently their  existence  must  be  justified  be  rendering  some  real 
service  to  the  insured. 

4.  A  large  number  of  risks  is  necessary.  As  will  be  shown 
more  fully  later,  it  is  necessary  for  an  insurer  to  accept  a  con- 
siderable number  of  risks  in  order  to  operate  on  a  safe  basis. 
The  natural  tendency  of  the  insured  to  select  a  company  of 
some  size  is  not  misleading  in  the  respect  that  mere  size  in  the 
insurance  business  is  productive  of  a  real  advantage  up  to  a 
certain  point.  It  will  readily  be  recognized  that  an  insurance 
plan  involving  only  two  persons  would  be  little  better  than  each 
individual  taking  care  of  his  own  risk  personally,  and  that  it 
is  only  by  a  combination  of  many  risks  that  any  substantial 
advantage  is  gained. 

5.  It  is  necessary  that  the  extent  of  the  hazard  involved  be 
capable  of  approximate  mathematical  calculation.  It  is,  of 
course,  not  required  that  the  calculation  should  be  absolutely 
accurate.  Many  forms  of  insurance  have  operated  for  years 
on  inadequate  statistics  but  this  has  always  resulted  in  dissatis- 
faction and  dangerous  underwriting  practices.     As  statea  in 
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the  preceding  lapter,  one  of  the  services  of  insurance  should 
be  the  development  of  a  scientific  system  of  making  rates,  for 
any  other  method  of  doing  business  necessarily  results  in  in- 
equity between  classes  of  risks,  individual  policy-holders  and 
different  sections  of  the  country.  It  would  be  obviously  unjust 
and  impractical  to  charge  a  man  of  twenty-five  the  same  life 
insurance  premium  as  a  man  of  fifty,  or  to  charge  the  owner 
of  a  celluloid  factory  a  lower  premium  than  that  of  a  retail 
stationery  store.  Only  a  system  of  rating  which  takes  into 
account  the  probability  of  loss  will  produce  equitable  premiums 
for  the  various  classes  of  risks.  It  might  be  said  that  common 
knowledge  indicates  some  difference  between  kinds  of  risks,  x\ 
but  even  if  this  is  granted  one  cannot,  by  common  knowledge, 
arrive  at  the  degree  of  difference  between  them. 

Insiirable  interest.  —  One  of  the  fundamental  principles 
among  those  enumerated  above  is  that  the  person  insured  must 
possess  some  real  interest  in  the  subject  matter  insured,  a  doc- 
trine which  has  been  spoken  of  as  the  necessity  of  an  insurable 
interest.  It  is  this  insurable  interest  which  makes  a  contract 
between  the  insurance  company  and  the  insured  particularly 
proper.  In  all  forms  of  insurance  this  principle  has  been  rec- 
ognized by  the  courts  although,  as  we  shall  see  later,  in  life 
insurance  and  marine  insurance  considerable  departures  from 
the  principle  have  been  permitted.  While  insurable  interest  ^ 
is  necessary  to  the  contract,  insurable  interest  without  a  con-  ^ 
tract  confers  no  rights  upon  its  possessor.  A  contract  of  in-  > 
surance  has  been  held,  for  example,  to  confer  no  rights  upon 
third  parties  who  happen  for  some  reason  to  be  interested  in  the 
subject  matter  involved.  The  illustration  might  be  used  of  a  * 
workman  who  recovered  damages  for  an  industrial  accident 
from  his  employer.  The  employer  was  insolvent  and  the 
workman  found  himself  unable  to  collect  on  the  judgment, 
whereupon  he  had  recourse  to  a  suit  against  a  liability  insurance 
company  which  had  insured  the  employer  against  such  an  event. 
The  court  held,  however,  that  a  workman  had  no  rights  under 
a  contract  which  was  solely  between  the  employer  and  the  in- 
surance company,  even  though  his  own  injuries  might  be  the 
subject  upbn  which  the  contract  depended.  In  the  same  way 
public  -liability  insurance  policies  exist,  not  for  the  protection 
of  the  public  who  may  be  injured,  but  for  the  protection  of  the 
pai;^  responsible  for  the  injury,  who  may  be  liable  for  dam- 
In  marine  insurance  an  insurance  policy  may  be  taken 
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out  by  a  freight  forwarder  and  after  a  loss  a  third  person  may 
appear  and  claim  the  proceeds  of  the  policy,  but  it  is  necessary 
for  the  latter  to  show  that  he  was  the  person  for  whom  the  in- 
surance was  intended  at  the  time  it  was  issued.  Both  an  in- 
surable interest  and  a  contract  must  therefore  be  present 

Principles  of  probability. — ^The  calculation  of  premiums  for 
insurance  of  nearly  every  kind  is  based  upon  the  application 
of  the  mathematical  principles  of  probability  to  past  experience. 
In  life  insurance  these  principles  of  probability  are  applied  to 
past  experience  as  represented  by  a  mortality  table ;  in  fire  in- 
surance the  principles  are  applied  to  past  experience  of  fires 
tabulated  according  to  occupancies,  types  of  buildings,  etc. ;  in 
liability  and  compensation  insurance  to  past  experience  showing 
losses  paid,  etc.  Premiums  in  insurance  are  usually  expressed 
in  the  form  of  rates,  i.e.,  by  the  amount  of  premium  per  unit 
of  protection.  Thus,  in  life  insurance  a  rate  is  quoted  per 
$1,000  of  protection,  in  fire  insurance  per  $100  of  insurance, 
in  liability  and  compensation  insurance  per  $100  of  payroll, 
in  marine  insurance  usually  per  $100  of  insurance,  and  in  ac- 
cident  insurance  per  $1,000  of  principal  sum. 

The  most  important  of  the  principles  of  probability  is  that 
chance  may  be  represented  by  a  fraction,  the  numerator  of 
which  expresses  the  number  of  times  the  event  happens  and  the 
denominator  the  number  of  times  the  event  may  possibly  hap- 
pen.^ Thus  let  it  be  supposed  that  past  experience  shows  that 
out  of  10,000  houses,  50  are  burned  in  the  course  of  a  year; 
the  probability  of  a  house  being  destroyed  by  fire  is  therefore 
50/10,000.  Suppose  that  the  mortality  table  shows  that  of 
66,797  persons  alive  at  age  53,  1091  die  within  a  year;  the 
probability  of  death  at  age  53  is  then  1091/66797.  Suppose 
that  in  a  given  industry  with  an  annual  payroll  of  $2,000,000, 
the  losses  paid  on  compensation  insurance  policies  are  $6,000; 
the  probability  of  loss  in  this  industry  is  30  cents  per  $100  of 
payroll.  Applying  the  principles  of  probability  to  the  expe- 
rience of  the  past,  we  arrive  at  the  probability  that  an  event 
will  occur  in  the  future.  To  justify  such  a  conclusion  as 
this  it  is  necessary  ( 1 )  that  a  sufficiently  large  number  of 
instances  be  considered  to  give  a  dependable  average  and     ( 2  ) 

^As  expressed  in  Wentworth's  "College  Algebra":  "The  chance  of  an  event 
happening  is  expressed  by  the  fraction  of  which  the  numerator  is  the  number  of 
favorable  ways  and  the  denominator  the  whole  number  of  ways  favorable  and 
.unfavorable."  ^ 
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that  the  conditions  of  the  future  coincide  with  those  of  the  past. 
Since  the  conditions  of  the  future  do  not  ordinarily  coincide 
exactly  with  those  of  the  past,  some  allowance  must  be  made 
for  possible  changes,  and  therefore  underwriting  is  not  merely 
a  mathematical  science  but  involves  an  element  of  judgment. 
i  The  law  of  average. — ^The  probability  of  an  event  happen- 
ing is  ordinarily  spoken  of  as  the  chance  that  the  event  will 
happen.     A  distinction  must  be  made  between  this  chance  or 
degree  of  probability  and  the  degree  of  uncertainty  connected 
with  the  event.     The* function  of  insurance  is  primarily  the  re- 
duction of  the  uncertainty,  and  secondarily,  the  reduction  of 
the  probability.     For  example,  if  the  degree  of  probability  is 
zero,  the  event  is  certain  not  to  happen  and  the  degree  of  un- 
certainty is  also  zero.     As  the  degree  of  probability  increases 
to  say,  1/10,  the  degree  of  uncertainty  likewise  increases.    The 
degree  of  probability  and  the  degree  of  uncertainty  continue  to 
increase  together  up  to  a  certain  point,  but  when  the  degree  of 
probability  reaches  a  certain  height,  i.e.,  as  the  chance  of  an 
event  happening  becomes  more  certain,  the  degree  of  uncer- 
tainty diminishes,  until  when  the  probability  becomes  a  cer- 
tainty, the  degree  of  uncertainty  is  again  zero.     The  degree  of 
uncertainty  is  therefore  entirely  different  from  the  degree  of 
probability  and  it  is  the  former  to  which  we  are  now  referring. 
Let  us  suppose  that  out  of  10,000  lives,  on  the  average,  10 
die  every  year.    The  probability  is  therefore  1/1000,  or^.OOl. 
Suppose,  however,  that  from  year  to  year,  although  the  aver- 
age is  10  deaths,  the  figures  vary,  showing  as  few  as  8  deaths 
some  years  and  other  years  as  high  as  12  deaths.     The  range 
is  from  8  to  12,  and  the  variation  from  the  average  may  be 
said,  roughly,  to  be  4.    ,The  degree  of  uncertainty  may  be 
crudely  expressed  relatively,  then,  by  the  fraction  4/10,000  or 
.0004.     Suppose  then  that  1,000,000  lives  are  insured.     The 
probability  is  .001  or  1,000  deaths.  On  a  large  number  of  lives, 
however,  the  variation  from  year  to  year  will  be  relatively  much 
less,  probably  only  from  980  to  1020,  a  variation  of  40  or 
.00004.     This  is  a  figure  considerably  smaller  than  .004.  The 
degree  of  probability  in  our  two  illustrations  remains  the  same, 
but  the  degree  of  uncertainty,  experience  shows,  is  considerably 
reduced  when  we  deal  in  larger  numbers.     It  is  the  function  of 
umrance  to  combine  a  large  number  of  risks  and  thus  reduce 
die  degree  of  uncertainty.     We  can  predict  the  future  much 
piore  accurately  with  regard  to  a  group  of  risks  than  we  can  for 
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an  individual  risk,  of  which  our  future  knowledge  is  practically 
zero.  We  can  say  that  out  of  1,000,000  persons,  400  will  die 
within  a  year,  but  the  fate  of  any  individual  is  a  mystery  and 
must  remain  such.  This  idea  is  sometimes  described  as  the 
"law  of  average." 

Consequences  of  the  law  of  average  in  insurance. — In  in- 
surance there  are  many  important  consequences  of  the  law  of 
average, •  some  of  which  are: 

1.  Insurance  is  the  exact  opposite  of  gambling.  In  gam- 
bling two  persons  deliberately  set  about  to  create  some  hazard 
for  pleasure  or  profit;  they  introduce  the  element  of  risk  where 
it  previously  did  not  exist.  Insurance,  however,  is  designed  as 
a  hedge  against  risks  which  are  already  present,  the  object  be- 
ing to  neutralize  the  existing  risk.  Thus  a  person  who  be- 
comes the  owner  of  property  assumes  the  risk  that  it  will  burn, 
and  takes  out  a  policy  of  insurance  to  eliminate  this  risk  or  at 
least  reduce  its  consequences.  Every  person  living  runs  the 
risk  of  dying,  every  person  in  foreign  trade  assumes  the  risk 
that  his  goods  will  be  lost  at  sea,  every  manufacturer  runs  the 
risk  that  some  person  will  be  injured  on  his  premises  and  that 
he  will  be  held  responsible,  every  buyer  of  property  runs  the 
risk  that  his  title  will  prove  to  be  defective,  every  employer 
runs  the  risk  that  his  employee  will  prove  to  be  dishonest.  In- 
surance is  designed  to  reduce  these  existing  risks  instead  of 
creating  new  ones.  » 

2.  Insurance  is  preeminently  social  in  nature.  It  represents, 
in  the  highest  degree,  cooperation  for  mutual  benefit.  Various 
individuals  who  are  all  subject  to  similar  risks  combine  to  re- 
duce the  consequences  of  these  risks,  many  thousands  of  per- 
sons paying  premiums  that  the  unfortunate  few  may  be  indem- 
nified for  the  losses  which  will  occur.  This  principle  of  mu- 
tuality is  present  in  a  stock  company  organized  for  profit  as 
well  as  in  a  so-called  mutual  company,  because  in  the  last  anal- 
ysis losses  are  paid  from  premiums.  The  stockholders  of  the 
stock  company  are  supposed  to  make  a  profit  merely  as  a  re- 
ward for  directing  and  managing  the  cooperative  scheme. 

3.  Insurance  involves  the  accumulation  of  large  funds  to 
meet  future  contingencies.  Thus  we  find  that  in  life  insurance 
reserves  are  built  up  to  reduce  future  premiums,  in  fire  insur- 
ance to  meet  future  losses,  in  liability  and  compensation  insur- 
ance to  meet  claims  and  suits  which  will  appear  in  the  future. 
Since  these  funds  so  accumulated  arc  the  property  of  thousands 
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of  insured  persons,  the  State  has  intervened,  and,  as  a  matter 
of  public  poliqr,  has  regulated  their  use.  The  investments  of 
insurance  companies  are  governed  by  state  statutes  designed  to 
preserve  such  fimds  for  the  purpose  for  which  they  were 
intended. 

4.  Large  catastrophes  prevent  the  proper  working  of  the 
law  of  average.  A  San  Francisco  fire  is  an  exceptional  hap- 
pening which  no  one  can  foresee  and  to  which  past  experience 
furnishes  no  guide.  One  method  of  attempting  to  reduce  the 
consequences  of  such  losses  upon  the  financial  standing  of  an 
insurance  company  is  to  secure  a  wide  distribution  of  risks. 
Hius  a  company  which  insured  risks  in  the  city  of  San  Francisco 
alone  would  have  been  made  insolvent  by  its  losses,  the  pre- 
miums collected  being  insufficient  to  meet  the  claims  presented. 
But  most  of  the  fire  insurance  companies  involved  were  writing 
insurance  not  only  in  San  Francisco  but  over  the  entire  world. 
A  wide  distribution  of  risks,  furthermore,  reduces  the  variation 
in  losses  from  year  to  year  and  consequently  renders  the  opera- 
tion of  the  insurance  business  more  certain  and  sure. 

5.  It  is  also  essential  to  the  law  of  average  that  the  size  of 
the  individual  risk  shall  not  vary  too  greatly.  We  would  not 
expect  the  losses  of  an  insurance  company  to  remain  uniform  if 
it  insured  500,000  risks  for  $1  each  and  five  risks  for  $100,- 
000  each.  A  few  losses  on  the  latter  risks  would  be  sufficient 
to  upset  all  the  calculations  that  could  be  made.  It  is  cus- 
tomary in  nearly  every  form  of  insurance  to  limit  the  size  of 
the  risk  which  will  be  accepted.  Thus  in  life  insurance,  $100,- 
000  on  any  one  life  is  a  limit  frequently  used;  in  fire  insurance, 
companies  sometimes  will  not  accept  more  than  $20,000  in 
congested  districts  where  a  conflagration  risk  exists.  Natur- 
ally the  maximum  risk  which  will  be  accepted  depends  to  a 
large  extent  upon  the  size  of  the  company  concerned.  As  a 
result  of  this  limitation  of  risk  the  practice  of  re-insurance  has 
developed,  whereby  a  company  which  has  accepted  a  risk  greater 
in  size  than  it  desires  re-insures  a  portion  in  another  company 
or  c(Hnpanies. 

6.  The  proper  working  of  the  law  of  average  is  also  based 
upon  a  random  selection  of  risks.  In  some  forms  of  insur- 
ance, however,  of  which  life  insurance  is  a  good  example,  poorer 
risks  exclusively  would  present  themselves  for  insurance  and  as 
a  consequence  the  insurance  company  institutes  a  system  of  se- 
kction  whereby  sub-standard  lives  are  rejected  or  at  least  are 
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charged  a  higher  premium  than  the  normal  risk.  In  fire  in- 
surance very  little  selection  is  exercised  but  the  same  results 
are  attained  by  making  the  rates  proportionate  to  the  hazard 
involved.  The  violation  of  this  principle  has  been  well  illus- 
trated by  the%experiencc  of  some  fraternal  societies  whose  mem- 
bers were  admitted  without  medical  examination  and  the  same 
rate  charged  everyone  without  regard  to  age.  Such  fraternal 
but  inequitable  method  cannot  long  continue  because  the  so- 
ciety accumulates  a  large  number  of  extremely  poor  risks.* 

Differences  between  life  and  other  forms  of  insurance. — 
We  have  seen  that  in  a  great  many  respects  all  forms  of  in- 
surance are  similar.  It  would  be  a  mistake  not  to  notice,  how- 
ever, some  of  the  differences  between  life  insurance  and  other 
forms  of  protectioon.  The  principal  differences  to  be  noted 
are  the  following: 

1.  The  event  which  is  contemplated  in  life  insurance  is  a 
certain  event,  the  only  uncertainty  being  the  time  when  the  event 
will  occur.  A  vessel  insured  under  a  marine  policy  may  or 
may  not  be  lost ;  a  workman  covered  by  a  workman's  compensa- 
tion policy  may  or  may  not  be  injured;  but  death  comes  some 
time  to  all.  The  marine  insurance  company,  the  fire  insurance 
company  and  the  casualty  company  may  or  may  not  be  called 
upon  to  pay  a  claim  on  a  given  risk,  but  every  ordinary-life 
contract  results  in  a  claim.  One  writer  has  very  properly  de- 
scribed this  by  saying  that  the  life  insurance  premium  must 
provide  two  funds,  one  against  the  certainty  of  death  at  an 
advanced  age  and  one  against  the  possibility  of  premature 
death. 

.2.  The  classification  of  risks  in  life  insurance  is  generally 
more  simple  than  in  other  forms  of  insurance.  All  risks  are 
first  divided  into  two  great  classes — ^those  which  are  insurable 
and  those  which  are  not.  Those  risks  which  are  insurable  are 
then  sub-divided  into  age  groups.  In  some  companies,  where 
persons  of  impaired  health  are  accepted,  each  age  group  is 
again  sub-divided  into  standard  and  sub-standard  risks.  In 
other  forms  of  insurance,  however,  there  is  usually  a  multi- 
plicity of  classifications.  Thus  in  fire  insurance  every  buiMing 
differs  from  others  in  some  particular  and,  aside  from  dwell- 
ing and  churches,  these  differences  are  so  great  that  schedules 
are  required  to  appraise  risks.  In  marine  insurance  a  hundred 
different  factors  contribute  to  make  up  the  hazard  on  a  given 

'  See  Appendix  XIV. 


PRINCIPLES  OF  INSURANCE  27 

risk,  such  as  the  voyage,  the  season  of  the  year,  the  type  of 
vessel,  etc.  In  accident  and  health  insurance  a  classification 
based  upon  occupations  is  used  and  in  compensation  insurance 
risks  are  rated  according  to  the  type  of  industry. 

3.  In  most  forms  of  insurance  the  contract  is^for  a  term  of 
one  year  and  often  is  cancelable  by  either  party  before  this 
term  has  expired.  The  life  insurance  contract,  on  the  other 
hand,  while  it  may  be  canceled  by  the  insured,  cannot  be  can- 
celed by  the  company,  and  therefore  is  usually  a  long  term  con- 
tract. Furthermore,  a  company  cannot  change  the  premium 
during  the  course  of  this  long  period. 

4.  The  principle  of  indemnity  is  more  strictly  adhered  to 
in  property  insurance  than  in  life  insurance.  Ordinarily  a 
property  owner  may  not  recover  more  than  the  actual  cash 
value  of  the  property  destroyed,  while  a  life  may  be  insured  for 
any  sum  within  reason.  This  question  will  be  further  dis- 
cussed later  in  connection  with  insurable  interest,  where  it  will 
be  shown,  however,  that  th^  principle  of  indemnity  in  property 
insurance,  emphasized  by  many  text  writers^  is  only  relatively 
recognized. 
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Chapter  III 
TYPES  OF  INSURANCE  ORGANIZATIONS 

Classification  of  insurance  organizations. — In  all  forms  of 
insurance  the  insured  is  offered  his  choice  of  a  number  of  dif- 
ferent organizations  for  the  purpose  of  insuring  his  risk.  These 
organizations  may  be  broadly  classified  into  six  groups ;  ( 1 ) 
self-insurance;  (2)  stock  companies;  (3)  mutual  associa- 
tions; (4)  reciprocal  underwriters  or  inter-Insurers;  (5) 
Lloyds;  (6)  government  or  state  agencies.  To  consider  the 
advantages  and  disadvantages  of  each  type  of  organization  sep- 
arately for  every  form  of  insurance  would  be  a  tremendous  as 
well  as  an  uninteresting  task,  inasmuch  as  the  same  ground 
would  have  to  be  covered  many  times.  Each  of  these  types 
has  certain  characteristics,  whether  it  be  writing  life,  casualty 
or  property  insurance,  and  from  these  characteristics  its  advan- 
tages and  disadvantages  naturally  follow.  We  shall  therefore 
devote  this  chapter  to  a  general  discussion  of  these  various  or- 
ganizations, irrespective  of  the  type  of  insurance  business  in 
which  they  are  engaged,  merely  pointing  out  important  quail* 
fications  relating  to  particular  businesses. 

1.  Self-insurance. — Self-insurance  is  the  endeavor  of  one 
who  is  subject  to  a  risk  to  lay  aside  periodically  sums  which  in 
time  will  provide  a  fund  for  reimbursing  him  for  any  loss 
which  may  occur.  In  the  absence  of  insurance  proper  this  is 
the  only  method  available.  Its  advantages  and  defects  are  al- 
most self-evident.  It  is  apparent  that  if  the  insured  himself 
operates  the  insurance  fund  he  has  it  entirely  within  his  own 
control  at  all  times,  can  regulate  the  amount  spent  for  expenses 
and,  finally,  any  reduction  in  the  risk  involved  is  a  direct  sav- 
ing to  him.  Thus  if  a  person  attempts  to  provide  a  fund 
against  his  own  death  he  is  obliged  to  furnish  only  the  net 
amount  required.  No  commission  is  paid  to  an  agent  for  writ- 
ing the  insurance;  no  fees  are  paid  to  the  State  for  the  privi- 
lege of  doing  business;  no  salaries  are  paid  to  officials  for  man- 
aging the  fund.  If  the  insured  regulates  his  habits  and  thereby 
increases  hi|  lifetime  by  five  years  the  benefit  accrues  directly 
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to  him.  These  facts  would  be  equally  true  of  any  type  of  risk. 
But  to  provide  a  fund  to  take  care  of  losses  takes  time.  Sup- 
pose that  he  lays  aside  $1,000  per  year  and  has  a  loss  of 
$10,000  the  second  year.  It  is  apparent  that  this  is  not  in- 
surance in  the  real  sense  of  the  word. 

Such  a  plan  may  be  attempted,  of  course,  under  widely  vary- 
ing conditions.  The  illustration  of  life  insurance  furnishes  an 
extreme  case  of  a  field  in  which  self-insurance  is  entirely  in- 
applicable. Here,  as  we  have  previously  seen,  the  person  whose 
life  is  at  risk  has  no  assurance  that  the  fund  he  accumulates  will 
be  sufficient,  by  the  time  the  loss  occurs,  to  cover  that  loss.  He 
has  no  distribution  of  risks  and  consequently  no  law  of  average 
to  rely  upon.  This  is  not  self-insurance;  it  is  gambling  with 
death.  On  the  other  hand,  let  us  suppose  that  a  shipping  com- 
pany possesses  fifty  vessels  ranging  from  $40,000  to  $80,000  in 
value,  all  engaged  in  different  trades.  Let  us  suppose  that  the 
corporation  has  figured  that  $50,000  is  the  correct  amount  to  be 
annually  set  aside  in  the  insurance  fund.  In  this  case  the  self- 
insurance  plan  can  be  operated  with  a  greater  prospect  of  suc- 
cess. It  is  hardly  likely  that  many  of  these  vessels  will  be  lost 
in  anyone  year,  and  should  the  losses  or  repair  bills  of  one  year 
be  extremely  high,  it  is  probable  that  the  following  years  will 
be  low  enough  to  counter-balance  this  exceptionally  poor  luck. 
There  are  two  elements  here  present  which  were  not  present  in 
the  life  insurance  illustration;  (1)  a  number  of  risks  are  cov- 
ered instead  of  one,  and  (2)  the  risks  are  distributed  and  not 
subject  to  identical  hazards.^ 

Between  these  two  extremes  are  varying  degrees  of  safety 
in  the  self-insurance  plan.  Where  the  two  elements  described 
above  are  present  the  disadvantages  of  the  self-insurance  plan 
are  considerably  reduced.  Where  these  elements  are  to  a  large 
degree  lacking  it  would  be  much  better  for  the  business  man 
to  at  least  supplement  his  self-insurance  plan  for  a  time  with 

'  Compare,  for  example,  the  variations  in  fire  losses  in  these  two  cases : 

Penna.  R.  R.  Co.  City  of  Philadelphia 

190S $10,583  $  2,469 

1909 20,115  

1910 18,808  5,313 

1911 19,722  47,434 

1912 20,343  10,939 

1913 47,298  2,043 

1914 18,468  8,865 
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some  other  form  of  protection;  later,  if  the  self-insurance  plan 
is  successful  he  may  gradually  reduce  the  other  forms  of  insur- 
ance he  carries.  In  attempting  to  carry  his  own  liability  or 
compensation  insurance  he  must  bear  in  mind  also  that  the 
cost  is  likely  to  increase,  inasmuch  as  claims  continue  to  come  in 
long  after  the  accidents  have  occurred.  States  usually  permit 
self-insurance  of  the  compensation  risk  only  where  the  employer 
can  satisfy  the  authorities  that  he  is  financially  able  to  carry  the 
risk. 

2.  Mutuals. — The  self-insurance  plan  is  plainly  inadvisable, 
due  to  the  risk  involved,  for  the  small  owner  who  possesses 
only  one  or  a  few  properties.  Therefore  a  mutual  plan  has 
been  devised  whereby  small  owners  are  enabled  to  insure  them- 
selves by  combining  their  risks.  The  various  individuals  pro- 
ceed to  do  jointly,  under  this  plan,  what  would  be  impossible 
individually.  We  might  take  the  law  of  one  State  as  an  illus- 
tration of  the  manner  in  which  a  mutual  fire  insurance  com- 
pany may  be  organized.  At  the  time  of  organization  a  guar- 
antee capital  of  not  less  than  $25,000  must  be  provided  by 
issuing  shares  which  shall  receive  dividends  of  not  more  than 
7  per  cent  annually.  This  guarantee  capital  Is  intended  only 
as  security  for  the  payment  of  losses  until  the  mutual  is  fairly 
started  in  business  and  is  applied  to  losses  only  after  its  other 
assets  have  been  exhausted.  When  the  surplus  of  the  mutual 
amounts  to  2  per  cent,  of  the  total  insurance  in  force  the  guar- 
antee capital  shall  be  retired  and  such  capital  may  be  retired 
by  vote  of  the  policy-holders  and  the  consent  of  the  insurance 
commissioner  when  the  net  assets  of  the  cqmpany  over  and  above 
its  liabilities  and  reserve  are  for  two  years  last  preceding  its 
last  annual  statement  equal  to  25  per  cent,  of  the  guarantee 
capital.* 

Under  this  plan  every  member  of  the  mutual  organization 
becomes  an  insurer  and  an  insured.  Every  member  makes  him- 
self liable  for  his  share  of  the  losses  which  may  occur.  It  may 
happen  that  the  premiums  collected  are  in  excess  of  the  amount 
needed  to  pay  losses,  in  which  case  the  excess  is  returned  to  the 
policy-holder  as  a  "dividend" — ^this  term  being  a  misnomer,  in- 
asmuch as  the  return  is  really  not  profits  but  saving.  States 
have  sometimes  mistakenly  decided  to  tax  such  dividends  as  if 
they  were  similar  to  the  profits  made  by  a  commercial  under- 

'See  Appendix  CI.,  for  balance  sheet  and  statement  of  a  marine  insurance 
mutual.    See  also  Appendix  XXIX  and  page  96. 
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taking.  If,  on  the  other  hand,  the  amounts  collected  are  in- 
sufficient to  pay  the  losses,  the  members  of  the  mutual  organi- 
zation may  be  called  upon  to  pay  an  assessment.  Thus  the 
law  referred  to  above  provides  that  mutuals  shall  collect  the 
full  premium  in  cash  or  notes  payable,  but  the  contingent 
liability  of  each  member  shall  be  not  less  than  an  amount  equal 
to  the  cash  premium  written  in  the  policy.  The  policy-holder 
is  liable  for  all  losses  incurred  while  he  is  a  member  of  the 
organization. 

It  follows  from  what  has  been  said  above  that  the  amount 
for  which  the  member  of  the  mutual  organization  is  liable  is 
mdefinite.  The  premium  which  he  originally  pays  may  or  may 
not  be  sufficient  to  cover  the  losses  which  subsequently  occur. 
Some  of  what  he  has  paid  may  be  returned  to  him  or  he  may 
be  called  upon  to  pay  more.  It  is  apparent  then,  that  the 
mutual  organization  may  follow  either  of  two  policies.  It 
may  collect  in  advance  a  sum  more  than  sufficient  to  cover  the 
risk  and  return  the  balance,  or  it  may  collect  an  insufficient 
amount  with  the  idea  that  it  will  later  collect  anything  addi- 
tional which  may  be  required.  The  former  plan  has  usually 
been  successful;  the  latter  usually  a  failure.  This,  of  course, 
is  a  general  statement  and  not  intended  as  a  reflection  on  or  a 
recommendation  of  any  particular  organization  following  either 
plan. 

We  can  briefly  summarize  the  remaining  features  of  the  mu- 
tual by  stating  the  advantages  and  disadvantages  claimed  for 
the  plan.     The  advantages  are : 

a.  Where  no  commissions  or  very  small  ones  are  paid  to 
agents,  mutuals  claim  to  be  able  to  do  business  at  a  smaller 
cost  than  other  organizations.  (This  does  not  apply  to  life 
insurance. ) 

b.  Any  profits  or  savings  which  are  made  go  to  the  policy- 
holders and  not  to  the  stockholders. 

c  The  mutual  is  theoretically  under  the  control  of  the  policy- 
holders. 

d.  The  mutual  can  exercise  a  more  careful  selection  of  risks. 
(Inapplicable  to  life  insurance.) 

e.  The  mutual  is  interested  in  the  reduction  of  losses. 

f.  Many  mutuals  have  operated  without  finding  it  necessary 
to  call  for  assessments. 

g.  The  policy-holders  will  naturally  look  after  their  own 
interests  very  carefully. 
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The  disadvantages  which  the  mutual  is  said  to  be  under  are 
as  follows: 

a.  If  small,  the  mutual  runs  the  danger  of  being  unable  to 
pay  losses  in  case  of  great  disaster. 

b.  If  working  in  a  large  territory,  the  advantage  of  selection 
of  risks  and  of  careful  oversight  is  partially  lost. 

c.  No  second  party,  such  as  the  stockholder,  intervenes  be- 
tween the  policy-holder  and  possible  loss. 

d.  The  contract  is  indefinite,  since  the  policy-holder  may  be 
called  upon  to  pay  further  premiums. 

e.  The  expenses  of  agents  are  justified  by  the  service  they 
render  and  these  services  are  not  fully  rendered  by  mutuals. 

f.  The  control  of  a  mutual  is  in  reality  no  more  in  the  hands 
of  the  average  policy-holder  than  is  the  stock  company  control. 

g.  The  mutual  is  no  better  managed  than  the  stock  company 
because  the  stockholders  of  the  latter  are  very  careful  about  the 
management,  since  their  dividends  depend  upon  it. 

In  life  insurance  mutual  companies  have  gradually  attained 
a  position  of  preeminence ;  at  the  present  time  their  number  and 
the  amount  of  business  written  exceeds  that  of  the  stock  com- 
panies. With  the  exception  of  the  fact  that  policy-holders  in 
a  mutual  company  receive  a  participating  policy,  there  is  little 
difference  between  the  mutual  and  the  stock  life  insurance  com- 
pany. Even  this  difference  almost  disappears  when  the  divi- 
dends of  the  life  insurance  company  stockholders  are  limited 
to  a  definite  figure,  such  as  6  per  cent.,  and  the  stock  company 
issues  only  participating  policies.  In  compensation  insurance, 
likewise,  the  mutual  companies  have  gradually  obtained  a  great 
share  of  the  business,  although  in  most  States  a  larger  amount 
is  still  written  by  stock  companies.  In  casualty  insurance  the 
mutual  is  little  known,  and  in  marine  insurance  there  is  only 
one  important  mutual  in  the  United  States.  In  fire  insurance, 
"factory  mutuals"  and  mutuals  formed  in  particular  trades 
have  been  successful  and  have  come  to  occupy  a  well-recognized 
position  in  the  business. 

3.  Reciprocals. — The  reciprocal  organization  is  a  develop- 
ment of  the  mutual  idea.  Here  the  various  policy-holders  are, 
as  in  the  mutual,  both  insured  and  insurers.*  The  active  head 
of  the  organization,  however,  is  an  attorney-in-fact  who  has 
been  given  authority  to  conduct  the  affairs  of  the  organization 
through  powers  of  attorney  conferred  upon  him  by  the  various 

'  For  statement  of  a  reciprocal  see  Appendix  LX. 
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members.  The  entire  management  is  subject  to  his  control 
with  only  such  limitations  as  are  provided  for  by  the  terms  of 
the  organization  and  the  written  powers  of  attorney.* 

The  advantages  of  this  form  of  organization  most  frequently 
referred  to  are  the  following: 

a.  The  elimination  of  expense  through  the  conduct  of  the 
business  at  cost,  with  the  exception  of  any  amount  which  may 
be  paid  the  attorney  for  his  services.  The  amount  which  the 
attorney  is  to  receive  and  the  expenses  are  usually  limited  in 
some  manner. 

b.  The  elimination  of  profit,  inasmuch  as  the  excess  which 
is  collected  is  refunded  to  the  policy-holder. 

c  The  direct  interest  which  each  member  has  in  the  success 
of  the  organization. 

d.  Some  provisions  usually  exist  for  preventing  large  losses 
through  conflagration,  such  as  a  re-insurance  arrangement  with 
another  insurance  organization. 

e.  Elimination  of  the  cost  of  the  constant  struggle  to  obtain 
new  business  in  the  form  of  commissions  to  agents. 

f.  Assessments  are  usually  limited.  Whether  such  limita- 
tion is  legal  or  not  is  hard  to  say. 

Such  organizations  are  criticised  on  the  following  grounds: 

a.  The  fact  that  the  cost  of  a  policy  is  indefinite,  the  mem- 
bers being  liable  for  assessment. 

b.  The  immense  control  which  rests  in  the  hands  of  the  at- 
torney-in-fact, whose  authority  is  only  recalled  by  the  members 
revoking  their  powers  of  attorney. 

c.  The  large  sums  which  have  been  made  by  attorneys  who 
have  operated  such  plans  for  their  personal  profit  alone. 

d.  The  failures  of  some  reciprocals,  due  to  inability  to  pay 
losses  or  collect  assessments. 

Redprocals  are  quite  common  in  the  fields  of  fire  insurance 
and  automobile  insurance.*  The  method  has  been  very  little 
applied  in  life,  accident,  health,  compensation  or  marine  insur- 
ance. 

4.  Stock  companies. — ^A  stock  company  is  organized  for 
profit,  the  stockholders  being  entitled  to  any  gains  that  may 
result  from  the  operation  of  the  business  and  responsible  for 
any  losses  which  may  be  incurfed.  The  capital  is  provided  by 
the  sale  of  shares  of  stock  and  the  law  requires  a  certain  min- 


*For  power  of  attorney  used  see  Appendix  LVIII. 
'For  policy  see  Appendix  LIX. 
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imum  paid-in  capital,  which  must  be  maintained  unimpaired. 
Usually  a  stock  company  possesses  also  a  more  or  less  substan- 
tial surplus  as  an  additional  guarantee  to  the  policy-holders/ 
The  stockholders  adopt  by-laws  and  obtain  a  charter  from  the 
State  authorities,  after  which  officers  and  directors  are  elected. 
The  advantages  claimed  for  the  stock  company  are : 

a.  A  good  business  organization  which  operates  efficiently. 

b.  Expenses  maintained  at  a  low  figure  because  the  stock- 
holders' self-interest  requires  this. 

c.  Better  service  than  is  afforded  by  mutuals  and  reciprocals. 

d.  A  definite  contract  of  insurance  with  the  premium  ab- 
solutely fixed  in  advance. 

e.  A  capital  and  surplus  as  a  guarantee  and  protection  to 
policy-holders. 

f.  Usually  a  good  distribution  of  risks  and  consequently 
better  working  of  the  law  of  average. 

On  the  other  hand  its  disadvantages  are  claimed  to  be : 

a.  A  high  expense  rate  due  to  the  impersonal  character  of 
the  management  and  the  commissions  paid  to  agents. 

b.  No  better  service  than  is  rendered  by  other  organizations. 
€•  Control  of  the  company  is  in  the  hands  of  the  stockholders 

and  not  the  policy-holders. 

d.  Experience  has  shown  that  mutuals,  etc.,  have  been  able 
to  operate  safely  at  lower  rates. 

e.  The  distribution  of  risk  is  no  more  satisfactory  than  that 
of  a  large  mutual  or  other  organization. 

The  stock  company  is  found  in  all  fields  of  insurance.  Its 
principal  advantages  are  the  definite  contract  which  it  is  able 
to  offer  and  the  capital  and  surplus  which  serve  as  a  guarantee 
to  the  policy-holder  for  the  payment  of  possible  losses.  The 
competition  in  the  insurance  business  is  keen  and  the  rate  of 
failure  among  stock  companies,  as  well  as  others,  has  been 
very  high. 

5.  Lloyds  associations. — The  most  prominent  association 
of  this  type  is  Lloyds  of  London,  which  has  served  as  a  model 
for  similar  organizations.  The  Lloyds  Association  is  an 
association  of  individual  underwriters,  eakrh  of  whcvn  be- 
comes personally  liable  for  the  amount  of  insurance  for 
which  he  subscribes.  It  is  therefore  insurance  written  by 
individuals  as  contrasted  with  insurance  written  by  companies 
or  associations.     One  individual  is  not  responsible  for  the  ful- 

'For  statement  of  a  stock  fire  insurance  company  see  p.  247. 
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filbnent  of  the  obligation  of  others.  London  Lloyds  is  an 
extremely  strong  organization  that  has  a  long  and  satisfactory 
history,  for  the  membership  is  very  carefully  selected  and  de- 
posits are  required  for  the  security  of  the  policy-holders.  The 
necessity  of  upholding  its  past  reputation  compels  this  associa- 
tion to  see  to  the  prompt  payment  of  its  members'  obligations. 
Unfortunately,  some  organizations  bearing  the  name  of  Lloyds 
were  not  operated  upon  the  same  basis  and  have  brought  the 
name  into  some  disrepute  in  this  country,  although  a  number 
of  successful  organizations  have  been  in  existence  for  some 
time. 

The  advantages  of  this  form  of  organization  are : 

a.  Their  business  is  usually  limited  to  some  specific  line 
where  careful  selection  of  risks  is  possible. 

b.  Many  persons  who  are  insured  are  also  underwriters,  al- 
though this  is  not  necessarily  true. 

c.  Individuals  of  large  financial  resources  are  often  under- 
writers on  policies,  with  unlimited  liability. 

d.  Ky  operation  within  a  restricted  territory,  expenses  are 
considerably  reduced. 

e.  Agents'  commissions  are  sometimes  dispensed  with. 
The  criticisms  of  such  associations  have  been: 

a.  The  security  of  the  organization  depends  entirely  upon 
die  individuals  who  compose  it. 

b.  Some  organizations  allow  members  to  limit  their  liability, 
so  that  a  number  of  good  underwriters  are  found  to  be  liable 
only  to  a  very  limited  degree. 

c.  Such  organizations  have  been  frequently  used  by  dis- 
honest persons  as  a  source  of  personal  profit. 

d.  Their  operations  are  very  difficult  of  government  regu- 
lation by  reason  of  the  individual  nature  of  the  contract. 

e.  The  resources  of  the  underwriters  are  sometimes  insuffi- 
cient for  the  amount  of  risk  undertaken. 

Such  associations  are  unknown  in  life,  accident,  health  and 
compensation  insurance,  but  common  in  fire  and  marine  in- 
surance. London  Lloyds,  however,  accepts  risks  of  every  class, 
even  to  contracts  which  are  practically  gambles,  such  as  the 
insurance  of  losses  through  the  state  of  the  weather,  the  fall 
of  kings  and  a  state  of  war. 

6.  State  instirance. — By  State  insurance  we  understand  an 
insurance  enterprise  operated  by  the  State  or  nation,  the  gov- 
ernment a^uming  liability  for  the  payment  of  the  losses.  Such 
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plans  are  not  numerous  in  the  United  States,  although  gov- 
ernment insurance  in  Europe  is  quite  common.  The  most  suc- 
cessful form  of  State  insurance  in  the  United  States  has  been 
the  "State  fund"  organized  for  the  insurance  of  the  compensa- 
tion risk.'  These  are  more  fully  discussed  in  the  chapter  on 
liability  and  compensation  insurance.  The^tate  usually  furn- 
ishes a  fund  with  which  to  begin  business,  which  fund  assumes 
practically  the  form  of  a  mutual  managed  by  the  State.  The 
premiums  collected  are  usually  slightly  less  than  the  premiums 
of  the  stock  companies  and  the  balance  remaining  after  the 
payment  of  losses  is  returned  to  the  policy-holders.  Some  State 
funds  have  been  very  successful,  others  only  moderately  so, 
while  still  others  have  been  criticised  as  inefficient,  wasteful 
and  unsatisfactory.  Such  State  funds  may  be  divided  into  two 
classes : 

1.  Those  which  are  made  monopolies,  no  other  form  of  com- 
pensation insurance  being  permissible. 

2.  Those  which  are  competitive,  existing  side  by  side  with 
the  stock  companies  and  private  mutuals. 

Several  States  in  this  country  have  attempted  to  operate  life 
and  fire  Insurance  plans,  but  thus  far  none  of  these  attempts 
can  be  considered  a  great  success.*  The  principal  obstacles  to 
the  plan  seem  to  be :  ( 1 )  the  inability  to  secure  a  sufficient  vol- 
ume of  business  and  (2)  the  political  character  of  the  man- 
agement. The  natural  results  of  these  two  factors  are  a  high 
expense  rate,  a  small  volume  of  business  and  insufficient  assets 
to  meet  losses,  v  National  government  insurance  of  marine 
risks  was  very  extensively  adopted  during  the  war  and  served 
to  supplement  the  efforts  of  private  companies  to  supply  the 
large  amount  of  insurance  then  demanded.  In  the  United 
States  this  form  of  insurance  was  very  helpful  in  meeting  the 
emergency  then  existing  but  afterward  was  abandoned.  It 
served  the  purpose  of  insuring  American  and  Allied  vessels  and 
cargoes  against  the  ordinary  marine  perils  and  against  the  war 
risk.  Likewise  the  government  maintained  a  fund  for  the  self- 
insurance  of  its  own  vessels. 

When  the  United  States  became  actively  engaged  in  the 
World  War  in  1917,  it  was  soon  realized  that  some  provision 
should  be  made  for  insuring  the  lives  of  soldiers  and  sailors. 
At  the  same  time  it  was  evident  that  the  rates  which  old  line 

*  See  Appendix  XXVIII  for  a  statement  of  operations  of  such  a  State  fund. 

*  See,  for  example,  the  State  life  insurance  fund  of  Wisconsin. 
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companies  would  have  to  charge  for  so  dangerous  an  occupa* 
tion  were  prohibitively  high.  Congress  therefore  decided  that 
the  Government  should  bear  the  excess  burden  and  on  Octo- 
ber 6,  1917,  passed  the  War  Risk  Insurance  Act  which,  in  ad- 
dition to  providing  for  family  allowances  and  allotments,  and 
compensation  for  death  or  disability,  granted  benefits  in  the 
form  of  voluntary  insurance.  In  order  to  administer  the 
affairs  of  such  an  undertaking,  a  separate  division  was  estab- 
lished in  the  Treasury  Department  known  as  the  Bureau  of 
War  Risk  Insurance,  which  was  placed  under  the  supervision 
of  a  Director,  subject  to  the  general  supervision  of  the  Secre-. 
tary  of  the  Treasury. 

None  but  those  actively  engaged  in  the  service  of  the  Army 
or  Navy  was  eligible  to  obtain  this  insurance,  which  was 
granted  upon  application  to  the  Bureau  and  without  medical 
examination  within  120  days  of  entrance  to  the  service  (or  be- 
fore April  6th,  1917)  and  before  discharge  or  resignation. 
The  applications  were  handled  through  the  Army  and  Navy 
Insurance  and  Allotment  Officers  designated  in  the  Quarter- 
master and  Paymaster  Corps  respectively. 

The  type  of  insurance  was  a  one-year  renewable  term  policy 
of  the  increasing  step-rate  variety,  convertible  into  a  perma- 
nent form  within  five  years  after  the  signing  of  the  proclama- 
tion of  peace.  The  amount  obtainable  was  a  multiple  of  $500 
and  not  less  than  $1,000  nor  more  than  $10,000,  and  the  rates 
charged  were  the  net  rates  of  the  American  Experience  Table 
on  a  5>4  per  cent,  basis,  reduced  to  a  monthly  premium.  The 
coverage  was  for  death  or  total  and  permanent  disability,  and 
the  proceeds  in  event  of  loss  were  payable  at  the  rate  of  $5.75 
each  month  per  $1,000  of  insurance  in  force.  The  total  in- 
surance written  on  this  plan  reached  approximately  38  billions 
of  dollars.  The  premiums  collected  during  the  war  amounted 
to  300  millions,  and  the  losses  to  over  one  billion,  which  means 
that  the  United  States  bears  a  loss  of  over  700  millions,  pay- 
able from  other  revenue. 

In  regard  to  the  conversion  privilege  and  in  pursuance  of 
Section  404  of  the  Act,  regulations  have  been  issued  specify- 
ing the  types  of  insurance  into  which  the  temporary  or  war 
insurance  may  be  converted.  Thus  far,  six  kinds  of  perma- 
nent policies  have  been  issued : 

1.  Ordinary-Life. 

2.  Twenty-payment  Life. 
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3.  Tfairty-paymcnt  Life. 

4.  Twenty.ycar  Endowment. 

5.  Thirty-year  Endowment. 

6.  Endowment  maturing  at  age  62. 

The  rates  on  these  are  calculated  on  the  same  basis  as  the  tem- 
porary insurance  except  that  allowance  is  made  for  annual, 
semi-annual  and  quarterly  premiums.  In  this  connection  it 
should  be  explained  that  under  the  original  Act  no  provision 
was  made  for  the  separation  of  this  converted  insurance 
from  the  temporary,  nor  was  any  settlement  made 
possible  except  by  monthly  installments.  An  amendment  to 
the  Act  was  passed  December  24,  1919,  and  among  other 
liberal  provisions  it  provides  for  settlement  by  means  of  a  lump 
sum  or  other  optional  methods ;  it  extends  the  class  of  possible 
beneficiaries;  and  it  authorizes  a  separate  life  insurance  fund 
in  the  United  States  Treasury  for  the  converted  insurance. 

These  changes,  added  to  the  fact  that  the  insurance  is  par- 
ticipating, that  all  overhead  and  administrative  expenses  are. 
borne  by  direct  government  appropriation  and  that  it  includes 
the  most'  liberal  total  and  permanent  disability  clause  ever 
placed  in  a  policy,  make  it  most  attractive.  However,  the 
insurance  was  not  ''sold'*  originally  and  as  a  result  the  lapses 
have  been  enormous,  only  the  more  intelligent  having  retained 
their  insurance.  Even  the  liberal  reinstatement  provisions  pro- 
mulgated by  the  Bureau  have  been  only  partially  successful  in 
preventing  lapses.  The  early  administration  of  the  Act  was 
faulty  in  the  extreme,  and  the  greatest  efforts  are  now  required 
to  correct  the  confusion  and  abuses  caused  thereby.* 

'  For  a  statement  of  operations  of  the  War  Risk  Bureau,  see  Appendix  XV. 


Chapter  IV 
ORGANIZATION  OF  THE  INSURANCE  BUSINESS 

Organization. — ^A  discussion  of  the  organization  of  the 
insurance  business  must  be  divided  into  two  parts.  We  must 
distinguish  in  the  first  place  between  personal  insurance  and 
property  insurance,  where  the  systems  of  doing  business  are 
sufficiently  different  to  warrant  such  distinction;  and  secondly, 
between  the  internal  organization  of  a  company  and  the  volun- 
tary agreements  entered  into  by  companies  and  agents  intended 
to  foster  common  action. 

Personal  Insurance. — ^The  following  discussion  is  based 
upon  the  organization  of  a  life  insurance  company,  but  many 
of  the  statements  made  are  equally  applicable  to  the  transaction 
of  the  accident,  health  and  compensation  insurance  business. 
The  best  introduction  to  this  subject  is  a  presentation  of  the 
excellent  outline  of  Mr.  J.  B.  Lunger.* 

OFnciALs: 

r  Board  of  Directors 

A.  Deliberative    bodies 'S 

L  Committees  of  the  Board 

{President 
Vice-Presidents 
Treasurer 

{Comptroller 
Secretary 
Superintendent  of  Agents 

{Actuary 
Medical  Director 
Counsel 

Directed  by  the  above  officials  we  find  the  following  office 
departments :  ^ 

I.  Agency 
IL  Financial 

III.  Actuarial 

IV.  Medical 
V.  Legal 

VL  Bookkeeping 
VII.  Auditing 
VIII.  Claims 
IX.  Real  Estate  Loans 
X.  Policy-Writing 

**rdi//  Insurance  Lectures,"  Volume  1,  pp.  112-125. 
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XI.  Poliqr  Loans 
XII.  Inspection 

XIII.  Policyholders*  Bureau 

XIV.  Editorial  and  Advertising 
XV.  Supply 

XVI.  Mail 
XVII.  Filing 

To  co-ordinate  the  work  of  departments,  committees  of 
officials  meet  as  follows : 

I.  Committee  on  Agency  Methods 
II.  Committee  on  Review  of  Applications 

III.  Committee  on  Clerical  Efficiency 

IV.  Committee  on  Claims 

V.  Committee  on  Office  Methods  and  Systems 

It  is  hardly  within  the  scope  of  this  volume  to  attempt  a  con- 
sideration of  the  various  duties  and  classifications  of  the  diff- 
erent offices  and  departments,  as  we  would  then  be  entering 
the  field  of  corporate  management.  We  therefore  pass  to  a 
consideration  of  that  portion  of  the  organization  with  which 
the  policy-holder  comes  in  more  direct  contact,  namely  the  field 
force. 

The  Field  Force. — ^An  agency  system  is  apparently  an 
absolute  necessity  in  life  insurance,  since  one  of  the  strongest 
companies,  after  giving  up  the  solicitation  of  business,  saw  its 
policies  in  force  dwindle  to  almost  nothing.  This  part  of  the 
organization  is  highly  important  for  at  least  two  reasons.  ( 1 ) 
It  keeps  the  organization  alive  as  a  going  concern,  and  (2)  it 
is  the  point  of  contact  between  the  company  and  the  policy- 
holder. 

General  Agents  and  Managers. — The  methods  of  handling 
agents  may  be  classified  in  two  groups  ( 1 )  the  general  agency 
system,  and  (2)  the  branch  office  system. 

1.  The  General  Agency  System, — ^This  method  consists  in 
dividing  the  country  into  territories,  to  each  of  which  is  as- 
signed a  general  agent  who  has  control  over  the  definite  field 
for  which  he  is  responsible.  If  he  produces  results  he  may 
regard  the  district  as  peculiarly  his.  On  all  business  which 
may  be  written  within  that  territory  he  is  entitled  to  a  certain 
initial  commission  and  renewal  commisisons  on  subsequent 
premiums  paid.  The  general  agent  agrees  to  promote  the 
company's  interests;  to  use  his  best  efforts  in  obtaining  and 
maintaining  a  satisfactory  agency  force;  to  pay  his  own  ex- 
penses and  to   employ   the   required   sub-agents.     In  some 
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instances  the  general  agent  is  a  large  producer  of  business  him- 
self and  in  others  he  is  principally  an  executive  who  employs 
and  directs  others  who  actually  write  the  business.  In  any 
event  it  will  be  noticed  that  the  general  agent  works  to  a 
large  degree  on  his  own  account  and  pays  his  own  expenses. 
His  remuneration  depends  upon  his  success. 

2.  The  Branch  Office  System. — ^When  organized  according 
to  this  method  the  company  establishes  districts  throughout  the 
country  and  places  them  in  charge  of  branch  office  managers. 
A  branch  office  is  under  the  manager's  direction,  but  his  powers 
are  more  limited  than  those  of  a  general  agent,  inasmuch  as  he 
is  directly  under  the  control  of  the  home  office,  while  the  general 
agent  usually  manages  his  territory  in  any  manner  he  pleases 
as  long  as  satisfactory  results  are  produced.  The  manager 
secures  agents  and  directs  their  work  but  the  contracts  made 
with  such  agents  are  subject  to  the  approval  of  the  home  office. 
The  remuneration  of  the  manager  consists  of  (1)  a  definite 
salary,  and  (2)  certain  bonuses  for  increases  in  the  volume  of 
business.  It  will  be  noticed  that  the  manager  is  thus  merely 
an  extension  of  the  office  itself. 

In  conjunction  with  either  of  the  above  plans  we  may  have 
the  appointment  of  agents  directly  by  the  home  office,  who  are 
not  subject  to  the  supervision  of  the  general  agents  or  managers 
and  whose  territory  may  be  more  or  less  restricted.  There  is 
also  in  life  insurance  the  brokerage  system,  whereby  the  seller 
of  life  insurance  effects  an  agreement  for  remuneration  with  the 
general  agents  of  several  companies;  but  under  these  circum- 
stances he  is  really  an  agent  of  several  companies  rather  than 
a  broker  in  the  sense  that  this  term  is  usually  understood. 

Each  of  the  methods  referred  to  above  has  certain  advantages 
and  disadvantages ;  both  have  been  successfully  applied. 

Agents. — ^Under  either  the  agency  system  or  the  branch 
office  system  the  bulk  of  the  business  is  obtained,  not  by  gen- 
eral agents  or  managers^  but  by  sub-agents  employed  by  them. 
Under  the  agency  system  these  sub-agents  are  really  employed 
by  the  general  agent,  although  they  may  be  legally  considered 
as  agents  of  the  company.  The  general  agent  enters  into  a 
contract  with  them  whereby  they  agree  to  certain  terms  of 
emfdoyment  and  receive  in  return  an  initial  commission  and 
renewal  commissions  on  subsequent  premiums.  Commissions 
are  usually  in  the  form  of  percentages  of  the  premium  paid 
by  the  insured.    Thus  the  general  agent  may  pay  over  to  the 
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sub-agents  his  whole  initial  commissions  and  a  certain  propor- 
tion of  the  renewal  commissions  he  receives  from  the  company. 
Or  the  general  agent  may  pay  to  the  sub-agent  a  proportion 
of  both  his  initial  commission  and  subsequent  commissions.^ 
Under  the  branch  office  system,  of  course,  the  agent  receives 
his  commissions  directly  from  the  company.  Two  methods  of 
paying  commissions  have  been  utilized.  The  first  system  is 
to  pay  the  agent  from  25  to  SO  per  cent  of  the  initial  premium 
and  thereafter  5  per  cent  on  subsequent  premiums  for  a  term 
of  say,  eight  years.  Another  system  is  to  pay  the  agent  a 
considerably  higher  percentage  of  the  initial  premium  and  to 
dispense  with  renewal  commissions. 

Property  insurance. — ^The  system  described  below  is  that  of 
fire  insurance,  but  the  main  outline  is  generally  true  of  marine 
insurance  and  casualty  insurance.  The  arrangements  for  cor- 
porate bonding,  title  insurance  and  credit  insurance  vary  some- 
what. 

General  agents. — If  the  extent  of  business  warrants  it,  the 
company  may  divide  the  country  into  districts,  placing  each  in 
charge  of  a  general  agent.  The  general  agent  in  this  case  is 
only  an  extension  of  the  home  office,  making  contracts  with 
agents  and  subject  to  more  or  less  strict  supervision  by  the 
home  office. 

Special  agents. — The  special  agent  is  a  direct  representative 
of  the  company  and,  as  his  name  indicates,  is  employed  for 
particular  duties.  He  is  the  direct  connection  between  the 
home  office  and  the  agent,  or  between  the  general  agent  and 
the  local  agent.  It  is  his  business  to  travel  about  the  country 
examining  the  work  done  by  the  local  agencies,  offering  sug- 
gestions as  to  how  the  business  may  be  improved,  contributing 
his  services  in  connection  with  rating  problems,  and  settling  im- 
portant losses.  The  latter  work  is  more  generally  performed, 
however,  by  a  special  agent  known  as  an  adjuster.  The  special 
agent  is  supposed  to  be  both  an  aid  to  the  local  agent  and  a 
check  upon  his  work. 

Local  agents. — ^The  local  agent  is  the  representative  of  the 
company  who  directly  writes  the  business.  In  general,  his  acts 
and  his  knowledge  are  considered  the  acts  and  knowledge  of 
the  company,  although  certain  limitations  are  placed  upon  his 
authority.  The  company  depends  to  a  considerable  extent  upon 
his  judgment  in  accepting  a  risk.    Unlike  life  insurance  agents, 

'  See  the  agent's  contract  in  appendix  V. 
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he  has  policies  in  his  possession  which  go  into  force  when 
countersigned  by  him.  Unlike  life  insurance  agents,  also,  he 
usually  has  a  certain  amount  of  control  over  the  business  he 
writes  and  his  clientele  is  much  more  his  personal  property. 
He  forwards  to  the  company  copies  of  the  policies  written  ac- 
companied by  a  daily  report,^  and  his  financial  transactions  are 
recorded  upon  a  monthly  report*  which  is  forwarded  to  the 
company  and  which  forms  the  principal  basis  for  the  book- 
keeping of  the  latter.  The  remuneration  of  the  agent  is  a 
commission  in  the  form  of  a  percentage  of  the  premium.  The 
agent  usually  represents,  not  one,  but  several  companies.  He 
sometimes  has  an  exclusive  territory  but  in  large  cities  is 
usually  required  to  compete  with  others  who  are  writing 
business  in  the  same  locality.^  The  commission  systems  em- 
ployed are  the  following: 

1.  Flat  commissions,  where  the  agent  receives  the  same  per- 
centage of  commission  on  all  kinds  of  business,  say  25  per 
cent. 

2.  Flat  and  contingent  commissions,  where  the  agent  re- 
ceives a  flat  minimum  percentage  on  premiums  reported  from 
month  to  month,  and  an  additional  payment  at  the  end  of  the 
year  if  the  underwriting  result  on  his  business  is  profitable.  For 
instance,  he  may  receive  a  15  per  cent,  flat  commission  and 
10  per  cent,  extra  on  the  difference  between  the  premiums  and 
the  losses  and  expenses. 

3.  Graded  commissions,  where  the  percentage  of  the  pre- 
mium received  by  the  agents  depends  upon  the  class  of  busi- 
ness written.  Thus,  he  may  receive  25  per  cent,  on  dwellings, 
public  buildings  and  their  contents,  etc.;  20  per  cent. 
on  churches,  schools,  colleges  and  their  contents;  20  per  cent. 
on  brick  and  stone  mercantile  buildings  and  15  per  cent,  on 
the  contents  of  brick  or  stone  mercantile  buildings. 

Brokers. — The  broker,  as  contrasted  with  the  agent,  is  the 
agent  of  the  insured  and  not  of  the  company,  in  spite  of  the 
fact  that  he  directly  derives  his  income  from  the  latter.  The 
insured  is  therefore  generally  responsible  for  the  acts  of  the 
broker,  while  the  company  is  usually  responsible  for  the  acts 
of  an  agent.  The  broker  solicits  the  insurance  from  the  prop- 
erty owners  and  sells  the  same  to  the  company  either  directly 

*  See  appeodix  XL VII. 

*  See  appendix  XLVIIL 
'See  appendix  XLIX. 
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or  through  an  agent.  Where  conditions  are  more  complex, 
the  services  of  the  broker  become  more  valuable.  Thus  in 
large  cities  he  furnishes  the  insured  with  the  advice  and  serv- 
ice necessary  under  these  conditions,  adapting  the  policy  to  his 
needs,  seeing  that  the  necessary  insurance  is  maintained,  obtain- 
ing the  proper  kind  of  policy  with  the  necessary  endorsements, 
and  advising  him  in  case  of  loss. 

Associations.^ — In  all  forms  of  insurance  it  has  been  found 
desirable  to  obtain  concerted  action  by  means  of  associations. 
In  life  insurance,  such  associations  have  been  largely  confined 
to  improving  the  moral  tone  of  the  business,  regulating  the 
conduct  of  agents  and  affording  a  means  whereby  agents  can 
protect  their  interests  by  common  action.  In  other  forms  of 
insurance,  however,  such  associations  have  assumed  very 
broad  and  important  powers.  The  fire  insurance  business  fur- 
nishes the  best  illustration  of  the  extent  to  which  such  associa- 
tions influence  the  conduct  of  the  business. 

Fire  underwriters'  associations.' — ^The  following  outline 
will  give  a  general  idea  of  the  different  kinds  of  associations 
and  the  scope  of  their  work : 

CLASSIFICATION  OP  ASSOCIATIONS 

According  to: — 

f     National 

1.  Jurisdiction   J      Sectional 

L      1     /    Urban 
\^  X    Suburban 

p        .  J  Technical  and  educational.  Regulation 
(of  brokers  and  agents.  Rate-maldng 

f  Company    representatives 
<    Special  agents 
(^  Agents  and  brokers 

'No  distinction 
between  members  r  i.  Without     qualifica. 
Classified  J       tion  of  voting  power 

membership  j  2.  With     qualification 

of  voting  power 

{Adherence  to  agreed  commissions  to 
agents 
Adherence  to  stated  scale  of  brokers' 
compensation 

'  A  considerable  portion  of  the  following  is  adapted,  with  the  kind  permission 
of  the  publications  concerned,  from  the  author's  monograph  on  VFire  Under- 
writers* Associations,"  Chronicle  Co.,  N.Y.;  his  article  on  "Fire  Insurance 
Rates"  in  the  Quarterly  Journal  of  Economics,  August,  1916;  and  his  article  on 
"Ratemaking  Organizations  in  Fire  Insurance,"  Annals  of  the  American  Acad- 
emy, March,  1917. 

^  Adapted,  with  permission,  from  Robert  Riegel,  ''Fire  Underwriters  Associa^ 
tions  in  the  United  States."     The  Chronicle  Co,,  Ltd.,  New  Yprk,  X9X$. 


3.  Membership  >< 


Occupation  of 
members 


Classification  of  ^ 
members 


Requirements 
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These  cooperative  .bodies  at  the  present  time  may  be  divided 
into  three  classes :  ( 1 )  the  very  numerous  local  associations, 
which  govern  rates,  commissions  and  brokerage  charges;  (2) 
the  sectional  bodies  which  restrict  commissions  and  to  some 
extent  supervise  rates;  and  (3)  the  national  associations, 
which  are  now  rather  indirectly  concerned  with  rates  and 
whose  principal  services  are  educational  and  technical  in  char- 
acter. If  we  omit  the  minor  detail  of  extent  of  jurisdiction, 
we  may  make  a  two-fold  classification;  (1)  educational  and 
technical  associations  and  (2)  commission-regulating,  rate- 
making  bodies.  Among  the  latter  are  some  composed  of  com- 
pany representatives,  some  of  special  agents,  some  of  local 
agents  and  brokers.  All,  however,  constitute  merely  an  effort 
to  do  cooperatively  what  had  previously  been  accomplished 
individually.^ 

Example  of  a  national  association. — ^The  most  important 
national  association  is  the  National  Board  of  Fire  Under- 
writers, organized  in  1866,  membership  in  which  is  open,  by 
election  at  a  meeting  or  by  action  of  its  Executive  Committee, 
to  any  stock  fire  insurance  company  doing  business  in  the 
United  States.  There  are  now  about  one  hundred  and  sixty 
member  companies.  Until  1878  it  was  a  rate-making  organ- 
ization but  since  that  time  it  has  exercised  neither  jurisdiction 
over  rates  nor  concerned  itself  with  them  and  is  conducted 
along  lines  best  designated  as  *'  educational  and  technical,'' 
having  the  following  purposes: 

1.  To  promote  harmony,  correct  practices,  and  the  princi- 
ples of  sound  underwriting;  to  devise  and  give  effect  to  meas- 
ures for  the  protection  of  the  common  interests,  and  to  pro- 
mote such  laws  and  regulations  as  will  secure  stability  and 
solidity  to  capital  employed  in  the  business  of  fire  insurance 
and  protect  it  against  oppressive,  unjust,  and  discriminative 
legislation. 

2.  To  repress  incendiarism  and  arson  by  combining  in  suit- 
able measures  for  the  apprehension,  conviction,  and  punishment 
of  criminals  guilty  of  those  crimes. 

3.  To  gather  such  statistics  and  establish  such  classification 
of  hazards  as  may  be  for  the  interest  of  members. 

4.  To  secure  the  adoption  of  uniform  and  correct  policy 
forms  and  clauses,  and  to  endeavor  to  agree  upon  such  rules 
and  regulations  in  reference  to  the  adjustment  of  losses  as 

'For  examples  of  their  jurisdiction  see  maps,  Appendix  L. 
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may  be  most  desirable  and  in  the  best  interest  of  all  concerned. 

5.  To  influence  the  introduction  of  safe  and  improved 
methods  of  building  construction,  encourage  the  adoption  of 
fire  protective  measures,  secure  efficient  organization  and 
equipment  of  fire  departments  with  adequate  and  improved 
water  systems,  and  establish  rules  designed  to  regulate  all 
hazards  constituting  a  menace  to  the  business.  Every  mem- 
ber is  in  honor  bound  to  co-operate  with  every  other  member 
to  accomplish  the  desired  objects  and  purposes  of  the  Board. 

The  expenses  of  the  Board  are  borne  by  assessments  upon 
member  companies  in  proportion  to  their  net  fire  premiums 
in  the  United  States,  and  are  apportioned  upon  the  receipts 
of  the  preceding  year.  The  officers  are  a  president,  vice-presi- 
dent, secretary  and  treasurer.  The  activities  of  the  association, 
as  of  most  underwriters'  associations,  are  controlled  by  various 
committees,  each  of  which  devotes  its  attention  to  a  particular 
field. 

The  services  of  national  associations. — ^We  may  summar- 
ize the  services  of  national  associations  of  the  type  considered 
as  follows: 

1.  They  educate  the  public  to  an  understanding  of  the  value 
of  insurance  in  the  reduction  of  risk. 

2.  They  bring  about  harmonious  co-operation  of  fire  com- 
panies and  underwriters  toward  aims  broader  than  merely  pro- 
viding indemnity  for  loss. 

3.  They  have  reduced  various  expenses  which,  of  course, 
ultimately  fall  upon  the  insured,  such  as, 

a.  Expense  of  watching  legislation. 

b.  Expense  of  protesting  against  unjust  laws. 

c.  Expense  of  reducing  arson. 

The  effectiveness  of  efforts  along  these  lines  has  been  cor- 
respondingly increased. 

4.  They  have  compiled  and  published  statistics  of  the  insur- 
ance business  which  are  recognized  as  standard — the  National 
Board  Tables — and  have  made  instructive  comparisons  of  data. 

5.  They  have  endeavored  to  reduce  arson  and  incendiarism. 

6.  They  have  inspected  and  criticised  the  protective  facil- 
ities of  cities  and  towns  and  have  suggested  improvements 
therein. 

7.  They  have  furnished  consulting  engineers  to  assist  in 
all  kinds  of  construction  and  to  give  advice  on  apparatus  and 
ordinances.  « 

■ 
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8.  They  have  set  up  standards  for  the  installation  of  light- 
ing and  heating  devices. 

9.  They  have  formulated  codes  as  guides  to  correct  build- 
ing. 

10.  They  have  improved  methods  of  adjusting  losses. 

11.  They  have  been  largely  instrumental  in  causing  the 
adoption  of  a  standard  fire  policy  and  have  formulated  stand- 
ard forms  and  clauses. 

12.  They  have  tested  and  inspected  fire  preventive  and  pro- 
tective devices  of  all  kinds  and  have  established  a  standard  of 
efficiency  for  such  devices. 

13.  Finally,  they  have  been  the  greatest  factor  in  educating 
the  public  to  the  fact  that  reduction  in  fire  losses  means  reduc- 
tion in  insurance  premiums  and  that  the  latter  is  principally 
dependent  on  the  former. 

The  above  is  only  a  partial  list  of  the  services  rendered  by 
these  organizations;  yet  it  is  hoped  that  it  is  sufficient  to  show 
the  benefits  derived  by  the  public  from  their  existence,  sup- 
ported though  they  are  principally  by  private  capital.  Their 
very  existence  is  sufficient  to  show  that  insurance  companies 
and  underwriters  are  not  concerned  wholly  with  furnishing 
indemnity,  and  with  profits  and  losses,  but  perform  other  real 
and  useful  services  to  society.  While  indemnity  for  loss  is  an 
indirect  and  negative  service  of  insurance  in  the  sense  that 
insurance  does  not  replace  what  is  lost,  the  above  presents 
another  aspect  of  the  business,  showing  results  which,  although 
indirect,  are  yet  positive  in  character. 

Services  and  functions  of  sectional  and  local  associa- 
tions.— ^We  now  proceed  to  consider  the  sectional  and  local 
associations,  which  are  commission-regulating,  rate-making 
bodies.  We  may  pass  over  the  form  of  their  organization, 
which,  is  generally  a  system  of  committee  government,  and 
concentrate  attention  upon  the  purposes  for  which  they  were 
organized  and  upon  the  services  they  have  rendered. 

These  sectional  and  local  associations  were  necessities  of 
the  times  for  the  prevention  of  rate-cutting  and  excessive  ex- 
pense and  for  the  enforcement  of  cooperation.  They  have 
performed  the  following  economic  functions: 

I.  Services  in  promoting  economy. 
A.  In  the  making  of  fire  insurance  rates  they  enable  the 
saving  of  great  labor  and  expense.     A  single  inspection  and 
a  single  rating  suffice  for  all  the  companies  in  a  given  territory 
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and  a  common  agency  performs  the  work  for  all.  Instead  of 
thousands  of  inspectors  individually  acting  as  expert  buyers 
(as  they  may  be  termed)  for  separate  companies,  which  nat- 
urally involved  great  duplication  of  effort,  a  much  smaller 
number  is  sufficient  to  enable  these  associations  to  make  a  com- 
mon rate  for  all  companies  on  each  risk  in  a  given  territory. 
These  rates  are  distributed  to  agents  operating  in  the  territory 
who  are  members  of  the  association.  Cooperative  action. 
With  its  consequent  saving,  replaced  individual  effort.  Nor 
does  this  accurately  measure  the  extent  of  the  saving,  for  we 
have  not  considered  that  reduction  of  expense  which  naturally 
follows  specialization  and  division  of  labor. 

B.  One  method  of  meeting  competition  in  a  period  of  un- 
restrained rivalry  is  by  increased  commissions  to  agents.  Above 
a  reasonable  figure  this  is  no  advantage  to  the  insured;  it  is 
rather  an  added  burden.  By  means  of  associated  action  ex- 
cessive commissions  are  prevented  and  the  **rebate"  elimi- 
nated.* 

C.  A  watchful  eye  may  be  kept  upon  insurance  legislation 
without  duplication  of  expense,  in  order  to  prevent  laws  which 
are  prejudicial  alike  to  insurer  and  insured. 

II.  Services  in  promoting  standardization. 

A.  Nothing  has  had  so  much  influence  upon  the  develop- 
ment of  scientific,  standard  methods  of  rating  as  these  sectional 
and  local  associations.  They  have  also  furnished  an  agency 
through  which  rate-making  systems  generally  may  be  intel- 
ligently applied  and  new  systems  developed.  When  a  num- 
ber of  companies  pool  their  facilities  to  obtain  a  rate  it  must 
be  admitted  that  the  result  is  more  probably  just  and  adequate 
than  where  the  charge  is  the  result  of  competition  or  is  influ- 
enced by  it.  It  is  impossible  for  ruinous  competition  in  the 
insurance  business  to  prove  of  any  lasting  advantage  to  the 
policy-holder.  In  most  other  businesses  the,  result  of  com- 
petition among  producers  or  distributors  is  an  advantage,  more 
or  less  permanent,  to  the  consumer.  In  purchasing  insurance, 
however,  it  is  impossible  for  him  to  receive  the  same  article  at 
the  reduced  price.  The  commodity  he  purchases  is  not  deliv- 
ered to  him  at  once  but  over  a  term  of  one  year,  three  years 
or  five  years.  If  the  price  is  reduced  by  25  per  cent,  the  sta- 
bility of  the  selling  company  is  reduced  and  this  stability  is 
the  only  guarantee  that  the  consumer  will  receive  the  paid-for 

*See  Appendix  XLIX. 
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protection.  The  company,  in  other  words,  after  the  advance 
payment  of  the  premium,  stands  in  the  position  of  debtor  to 
the  insured  and  it  is  to  the  advantage  of  the  latter  to  have 
it  in  as  good  financial  condition  as  possible.  Adequate  rates 
are,  therefore,  to  the  common  interest  and  in  bringing  them 
about  the  associations  render  a  service  to  all.  Stamping  de- 
partments, through  which  all  policies  have  to  pass,  were  estab- 
lished to  prevent  secret  price-cutting  and  promote  standardiza- 
tion. There  is  a  division  of  opinion  on  the  subject  of  loss  sta- 
tistics; but  if  they  are  of  value  in  rate-making  the  association 
presents  itself  as  an  effective  medium  for  their  collection  and 
standardization. 

B.  They  standarize  the  reductions  which  are  made  for 
"long-term"  policies  and  establish  standard  tables  of  "short- 
term  rates." 

C.  The  advantages  which  resulted  from  the  adoption  of 
a  standard  fire  policy  will  be  shown  later.  Similar  benefits 
have  resulted  from  the  activities  of  the  associations  in  stand- 
ardizing clauses  an^  forms.^^ 

III.  Services  in  general. 

A.  By  mutual  acquaintance  and  expulsion  of  undesirable 
members  the  associations  have  reduced  objectionable  practices 
in  the  business  to  a  minimum.  In  this  respect  they  may  be 
compared  with  stock  and  produce  exchanges. 

B.  Mutual  consultation  and  assistance  have  enabled 
underwriters  to  formulate  policies  to  meet  local  and  national 
emergencies. 

C.  They  have  been  instrumental  in  preventing  fire,  and  in 
increasing  fire  protection  facilities.       , 

Organizations  of  underwriters  were  formerly,  and  are 
under  the  present  system,  as  much  economic  necessities  as  rail- 
road traffic  associations,  steamship  pools,  export  associations, 
lumber  dealers'  associations,  trades  unions  or  butter  and  egg 
"exchanges."  They  were  necessary  to  terminate  rate  wars 
and  to  insure  against  future  endangering  of  company  solvency 
by  struggles  for  business  at  inadequate,  profitless  rates.  Even 
the  insured  derived  no  benefit  from  the  latter.  In  no  business 
is  a  price  reduction  at  the  expense  of  quality  an  undiluted  ad- 
vantage,  and  every  inadequate  insurance  rate  reduced  the  sta- 
bility of  the  company  and  the  value  of  its  promise  to  pay  in- 

"8ee  Chapter  XVI,  p.  236. 

"See  Appendices  XXXI  to  XL  inclusive. 
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demnity.  The  small  property  owner,  indeed,  suffered  a  reduc- 
tion in  his  prospective  indemnity's  quality  without  enjoying 
any  corresponding  cheapness  of  rate ;  for  the  large  insurer,  in 
an  era  of  unstable  rates,  is  always  the  one  able  to  command 
the  reductions.  The  history  of  the  railroad  business  is  a  well- 
known  example  of  this  fact.  Competition  in  rates  results  in 
discrimination;  the  tariff  associations  were  designed  to  .pro- 
mulgate and  enforce  uniform  charges. 

In  spite  of  the  legitimacy  of  the  associations'  objects,  the 
advantages  of  which  have  long  been  recognised  in  foreign 
countries,  abuses  crept  into  the  system  while  unrestrained  by 
intelligent  regulation.  The  opponents  of  the  system  alleged, 
and  in  some  instances  proved,  (1)  an  absence  of  classified 
statistics  to  support  the  rates  made,  (2)  discrimination,  and 
(3)  arbitrary  control  of  the  licensing  of  brokers.  These  are 
considered  at  greater  length  in  the  chapter  on  fire  insurance 
rates." 

^  For  a  more  extended  discussion  of  Underwriters*  Associations  see  Robert 
Riegel,  "Fire  Underwriters'  Associations/'  Chronicle  Co,,  N.  Y. 
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Chapter  V 

TYPES  OF  LIFE  INSURANCE  POLICIES 

Importance  of  selecting  tKe  proper  policy. — When  securing 
a  life  insurance  policy  there  are  two  things  in  which  the  pur- 
chaser is  preeminently  interested.  First,  he  wants  to  know 
how  much  he  has  to  pay  in  the  form  of  a  premium  and  sec- 
ondly, what  the  insurer  promises  in  return.  Both  will  depend 
on  the  nature  of  the  policy  obtained,  for  many  variations 
exist.  These  differences  have  been  introduced  to  meet  the 
needs  and  circumstances  of  distinctive  cases,  with  the  result 
that  a  person  desiring  insurance  protection  can  secure  a  policy 
which  meets  his  requirements  and  fits  his  pocketbook.  It 
should  not  be  assumed  from  this  that  any  one  policy  is 
"cheaper"  or  "better"  than  another,  except  for  a  particular 
purpose,  because  all  are  on  a  mathematically  equivalent  basis; 
and  although  the  premium  on  one  type  of  policy  may  be  lower 
than  on  another,  the  difference  is  mathematically  justified.  In 
all  cases  the  insured  gets  just  what  he  pays  for,  no  more  and 
no  less;  the  price  of  life  insurance,  unlike  the  price  of  many 
other  commodities,  is  based  on  cost*  While  no  particular 
policy  is  universally  better  than  another,  there  is  usually  one 
policy  that  is  more  nearly  adapted  to  individual  needs  than 
any  other,  as  is  true  of  other  commodities.  Prices,  sizes  and 
styles  vary  to  meet  the  desires  and  requirements  of  the  buyer. 
Therefore  we  proceed  to  a  discussion  of  the  various  types  of 
policies  and  the  circumstances  to  which  they  are  best  suited, 
viewing  them  with  respect  to  ( 1 )  what  the  insured  must  pay, 
and  (2)  what  he  or  his  beneficiary  receives.^ 

The  single-premium  policy. — ^To  start  at  one  extreme,  let 
us  first  take  the  case  of  a  wealthy  individual,  the  owner  of  a 
large  and,  at  present,  prosperous  enterprise.  He  is  now  amply 
supplied  with  cash  but  he  knows  that  history  supplies  many 
examples  of  men  who  were  once  rich  and  later  poor.  He 
knows  that  a  business  which  has  taken  years  to  build  up  may 

'For  sample  of  a  life  insurance  policy  see  Appendix  III. 
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disappear  in  a  few  months,  often  through  no  fault  of  the 
owner,  and  that  investments  considered  "gilt-edge"  may  some- 
times involve  the  loss  of  millions.  He  wishes  to  protect  his 
dependents  absolutely,  without  the  chance  of  any  inability  on 
his  part  or  theirs  to  meet  the  premium  payments  of  the  future, 
and  therefore  he  does  not  desire  to  enter  into  a  contract  in- 
volving the  payment  of  premiums  for  a  term  of  years  or  for 
his  lifetime.  Here  is  a  perfectly  definite  situation  which  de- 
mands a  definite  solution  and  obviously  not  every  kind  of  a 
policy  will  meet  his  needs. 

We  find  by  inquiry  that  several  companies  quote  a  rate 
known  as  a  "single  premium."  This  is  exactly  what  its  name 
implies,  and  means  that  for  the  payment  of  one  sum  of  sufficient 
size  a  company  will  assume  all  the  liabilities  of  a  life  insur- 
ance contract  and  will  never  collect  any  additional  sum  from 
the  insured.  This  meets  the  needs  of  our  hypothetical  but  not 
unique  case.  It  can  readily  be  seen  that  one  premium  of  this 
nature,  which  takes  care  of  the  policy  for  its  entire  duration, 
will  necessarily  be  a  very  large  sum.  Thus,  if  we  examine 
the  rates  of  one  company  we  find  that  at  age  25  the  single 
premium  on  an  ordinary-life  policy  for  $1,000  is  $400,  while 
the  annual  level  premium  on  the  same  policy  is  only  $20.70. 


\ 


TABLE  OF  ANNUAL  RATES  ON  VARIOUS  POLICIES  OF  $1,000  EACH, 
AT  DIFFERENT  AGES,  IN  AN  OLD  LINE  MUTUAL  COMPANY. 

S'YearRe-  Ordinary-  t^Payment  20'Tear 

nevoabU  Term  Life  Life  Endowment 

Age  Annual       Single        Annual       Single       Annual      Single 

20....11.M  18.50  S72.50  28.10  372.50  47.50  650.00 

25....  12.00  20.70  400.00  30.40  400.00  48.10  651.50 

30....  12.60  23.50  432.50  33.20  432.50  48.80  B54.00 

35....  13.50  27.00  470.00  36.70  470.00  50.00  657.50 

40....  15.00  31.70  513.50  41.00  513.50  51.80  664.00 

45....  17.60  38.00  563.50  46.50  563.50  54.80  675.50 

50....  22.50  46.60  619.00  53.80  619.50  59.60  694.00 

55....3L10  58.30  679.00  64.00  679.00  67.60  722.50 

60.... 45.50  74.60  741^  78.30  744.50  80.20 

It  is  evident  that  the  advantages  of  the  single-premium 
policy  are : 

1 .  The  insured  is  free  from  the  trouble  of  providing  for  the 
payment  of  the  annual  premiums  otherwise  required  for  a 
long  term  of  years  or  for  the  remainder  of  life. 
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2.  The  insured  has  the  satisfaction  of  knowing  that  his 
object  is  definitely  accomplished  and  that  no  inability  on  his 
part  to  pay  premiums  in  the  future  can  defeat  that  object. 

3.  The  insured  obtains  the  benefit  of  compound  interest  on 
a  large  sum,  which  makes  the  aggregate  which  he  actually  pays 
out  less  than  it  otherwise  would  be. 

4.  If  the  insured  lives  to  an  advanced  age  the  amount  he 
pays  as  a  single  premium  is  less  than  the  total  he  would  have 
paid  in  the  form  of  annual  premiums. 

The  disadvantages  to  the  average  person  of  the  single- 
premium  method,  however,  are  so  great  that  it  Is  seldom  used. 

1.  The  sum  necessary  for  a  single  premium  is  so  large  that 
few  persons  are  willing  and  able  to  pay  it  at  one  time. 

2.  If  the  insured  has  the  sum  necessary  he  may  be  able  to 
earn  a  larger  rate  of  interest  on  it  than  that  earned  by  the 
insurance  company.  In  doing  so  he  usually  takes  a  greater 
risk,  however. 

3.  If  the  insured  dies  at  an  early  age  he  has  paid  a  very 
great  deal  more  for  protection  than  if  the  premium  were  paid 
annually. 

We  see,  therefore,  that  the  single-premium  method  is  totally 
unsuited  to  the  circumstances  of  the  great  majority  qf  persons 
and  that  it  is  useful  only  to  the  man  of  considerable  means 
who  does  not  wish  to  be  annoyed  by  future  premium  payments. 
This  is  not  so  slight  an  advantage  as  appears  at  first  sight. 
Many  men  of  wealth  have  become  almost  penniless  and  even 
objects  of  charity  in  their  old  age,  and  at  their  death  have 
seen  their  dependents  left  unprovided  for.  By  the  single-pre- 
mium method  they  might  have  insured  the  future  of  their  de- 
pendents beyond  a  doubt  when  they  were  wealthy  and  well 
able  to  do  so.  Another  illustration  of  the  use  of  the  single- 
premium  policy  is  found  in  the  case  of  the  wealthy  man  who 
desires  insurance  for  some  specific  purpose,  such  as  to  meet 
an  inheritance  tax.  When  he  is  amply  supplied  with  funds, 
he  can  afford  to  pay  a  single  premium  to  insure  the  payment 
of  this  tax  upon  his  estate.  It  furnishes  also  a  method  by 
which^  a  life  insurance  policy  may  be  presented  as  a  gift,  the 
donor  handing  the  recipient  a  full-paid  policy  with  no  obliga- 
tions attached.  It  will  be  noted  that  the  single-premium  pay- 
ment is  particularly  suited  to  the  purchase  of  an  annuity,  the 
insured  ^'saving"  a  large  sum  immediately  for  the  benefit  of 
assured  periodical  payments  in  the  future.     The  single-prc* 
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mium  principle  may  be  applied  to  any  of  the  various  kinds  of 
policies  mentioned  hereafter  in  this  chapter. 

Term  insurance. — ^Turning  now  to  the  other  extreme,  there 
is  the  man  who  needs  insurance  primarily  for  the  protection 
it  affords.  Let  us  imagine  a  ycging  lawyer  with  fine  prospects 
for  the  future  but  with  heavy  family  responsibilities  and  an 
income  as  yet  very  small.  This  is  the  situation  of  thousands 
of  professional  men  at  some  stage  of  life.  Obviously  the 
single-premium  policy  would  be  unsuited  to  his  circumstances ; 
what  he  needs  is  the  maximum  protection  with  the  minimum 
cost.  This  can  be  secured  by  means  of  a  "term"  policy,  which 
is  temporary  insurance  obtainable  for  various  periods.  This 
is  a  contract  by  which  the  insurance  company  promises  to  pay 
a  stipulated  sum  upon  death,  provided  death  occurs  within 
an  agreed-upon  period— one  year,  five  years,  ten  years,  or 
twenty  years.  If  the  insured  outlives  the  period  he  receives 
nothing.  He  pays  simply  for  protection  during  the  agreed- 
upon  period  and  the  policy  contains  practically  no  investment 
or  saving  element.  The  simplest  form  of  term  policy  is  that 
which  is  issued  for  one  year  only  and  is  renewed  annually, 
the  insured  being  charged  the  so-called  "natural-premium," 
based  upon  the  probability  of  death  within  one  year  from  the 
attained  age.  At  the  younger  ages  this  probability  is  very  low, 
resulting  in  the  lowest  annual  cost  of  any  type  of  policy;  but 
in  the  later  ages,  as  the  probability  of  death  increases,  the 
cost  mounts  rapidly.  Thus,  we  find  that  a  company  which 
quotes  a  rate  of  $11.82  for  a  one-year  term  policy  of  $1,000 
at  age  25  charges  $28.63  for  a  similar  policy  issued  at  age 
55.  The  same  principle  is  extended  to  a  five-,  ten-,  or  twenty- 
year  period  and  provides  for  level  premiums  for  the  duration 
of  the  period.  Thus  a  person  takes  out  a  five-year  term  policy 
at  age  25  and  pays  an  annual  premium  of  $12.  When  he 
reaches  age  30,  the  term  of  the  contract  has  expired  and  he 
must  renew  the  protection  if  he  still  has  need  of  it.  The  prem- 
ium for  the  new  five-year  term  policy  at  age  30  is  $12.60. 
The  insured  may  continue  to  renew  the  policy  as  long  as  de- 
sired, without  medical  examination,  provided  it  contains  the 
renewable  feature,  but  It  will  be  noted  that  in  the  later  years 
of  life  Its  cost  rises  rapidly,  like  the  natural  premium. 

Let  us  now  assume  the  case  of  a  young  business  man  who 
is  applying  to  a  bank  for  a  loan.  He  is  the  principal  asset 
of  the  business,  and  the  bank  feels  that  without  his  personal 
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direction  the  other  assets  would  be  of  little  value.  Under  these 
circumstances  the  bank  may,  and  now  frequently  does,  request 
that  it  be  given  the  protection  of  a  life  insurance  policy,  pay- 
able to  the  business.  It  is  evident  that  with  the  repayment 
of  the  loan  the  necessity  for  the  policy  ceases,  and  under 
these  circumstances  term  insurance  furnishes  the  cheapest 
method  of  meeting  the  bank's  wishes. 

At  the  present  time  it  is  not  uncommon  for  business  insti- 
tutions to  finance  the  university  education  of  promising  em- 
ployees. Philanthropic  institutions  also  offer  scholarships  to 
deserving  young  men.  It  is  apparent  that  the  benefit  which  is 
expected  from  the  payment  of  the  tuition  is  incorporated  in  the 
existence  of  the  young  man  and  that  his  death  will  wipe  out  the 
value  created  by  the  education.  A  term  policy  would,  at  small 
cost,  protect  against  the  loss  of  the  tuition  by  premature  death. 

Let  us  consider  the  case  of  a  man  who  has  undertaken  a 
contract  of  purchase  calling  for  periodical  payments,  as  is  the 
case  with  hundreds  of  thousands  of  young  persons  purchas- 
ing homes  through  building  and  loan  associations.  It  is  al- 
ways taken  for  granted  by  such  persons  that  they  will  live  to 
complete  the  payments  and  that  their  dependents  will  be  pro- 
vided with  a  place  in  which  to  live.  A  premature  death  will 
end  these  hopes,  however,  and  this  unfortunate  contingency 
may  be  most  cheaply  protected  against,  or  "hedged,"  by  a 
term  policy  for  a  period  coinciding  with  the  term  of  the  con- 
tract of  purchase  or  mortgage.  Five  per  cent  of  all  policies 
are  of  this  type. 

Summarizing  the  advantages  of  term  insurance,  we  find  that 
they  are  as  follows: 

1.  The  cost  is  small.  An  annnual  premium  for  a  five-year 
term  policy  at  age  25  is  $12,  while  an  ordinary-life  policy  at 
this  age  costs  $20.79  anually.  This  is  because  of  the  absence 
of  any  "saving"  or  "investment"  element  in  the  term  policy. 
Hence,  this  policy  is  ideally  suited  to  the  circumstances  of  the 
youngJawyer  or  physician  who  has  assumed  family  obligations 
upon  a  small  income. 

2.  It  enables  a  person  to  secure  the  maximunt  protection 
for  a  given  sum.  Thus,  assuming  that  the  young  professional 
man  has  $50  a  year  available  for  protection  this  will  buy  him 
only  $2,415*  of  ordinary-life  insurance,  but  $4,166  of  term 
insurance. 

3.  If  the  policy  contains  a  renewable  feature  it  may  be 
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renewed  from  time  to  time  and  the  protection  continued  as 
long  as  desired,  without  medical  examination.  If  it  contains 
the  convertible  feature  it  may  be  converted  into  some  other 
form  of  policy,  without  medical  examination. 

4.  The  policy  may  be  cancelled  at  any  time  without  loss 
to  the  insured. 

The  disadvantages  of  this  type  of  policy  must  not  be  un- 
der-estimated, however.    They  are  as  follows: 

1.  While  the  cost  is  small,  this  is  because  the  insured  is 
saving  nothing.  Under  the  ordinary-life  policy  the  savings 
of  the  early  years  of  life  are  utilized  to  reduce  the  premiums 
of  the  later  years,  thus  enabling  a  level  premium.  Under 
the  term  plan,  however,  the  premiums  increase  with  age  until 
in  later  life  they  become,  like  the  natural  premium,  prohibitive. 

2.  While  the  insured  gets  the  greatest  amount  of  protection 
for  the  given  sum,  it  is  a  type  of  policy  which  is  peculiarly 
likely  to  lapse.  The  insured  himself  has  nothing  to  look  for- 
ward to  and  it  is  therefore  a  policy  suitable  only  for  the  most 
unselfish  purposes.  Many  persons,  becoming  discouraged  at 
paying  premiums  and  receiving  nothing  but  protection,  dis- 
continue all  insurance. 

3.  While  it  may  be  convertible  into  other  forms  of  insur- 
ance, such  as  ordinary-life,  the  insured  must  pay  the  premium 
for  the  new  form  of  insurance  at  the  attained  age,  and  said 
premium  is  higher  at  the  attained  age  than  it  would  have  been 
if  the  final  form  of  policy  had  been  taken  out  originally.  Thus, 
if  a  young  man  at  age  25  carries  term  insurance  for  fifteen 
years  and  then  converts  it  into  ordinary-life  insurance  he 
pays  a  premium  annually  of  $31.70,  whereas  an  ordinary-life 
policy  taken  out  at  age  25  would  have  cost  only  $20.70  an- 
nually. 

4.  Many  persons  are  disappointed  at  the  end  of  ten  or 
fifteen  years  of  premium  paying  because  they  have  accumulated 
nothing,  forgetting  that  the  premium  is  small  on  a  term  policy 
only  because  it  furnishes  nothing  but  protection  and  that  they 
have  had  the  benefit  of  that  protection  for  the  period. 

5.  If  thcr  term  policy  does  not  contain  the  renewable  and 
convertible  feature  (which  most  of  them  do),  the  insured 
may  find  himself  without  insurance  at  a  time  when  he  needs 
it  most,  because  of  inability  to  pass  a  medical  examination. 
This  objection  has  no  force  where  the  renewable  and  convert- 
ible privilege  exists,  as  is  the  case  with  the  insurance  which  the 
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United  States  Government  has  provided  for  its  soldiers  and 
uilors.  This  is  a  one-year  renewable  term  policy  on  the  in- 
creasing step-rate  plan  for  a  period  extending  not  more  than 
five  years  after  the  proclamation  of  peace,  during  which 
time  it  is  convertible  into  any  of  six  different  policies  providing 
permanent  protection. 

Ordinary-life. — ^Next  let  us  consider  the  case  of  the  salaried 
individual,  such  as  a  teacher.  He  seldom  has  a  sum  of  suffi- 
cient size  at  any  one  time  to  meet  the  cost  of  a  single-premium 
policy  but  the  annual  premium  is  In  all  probability  within  his 
reach.  His  salary  is  paid  at  regular  intervals  and  he  no 
doubt  prefers  to  meet  his  bills  in  the  same  manner.  Moreover, 
his  salary,  although  small,  is  rather  definitely  assured  over  a 
long  period  of  years  and  at  the  end  of  that  period  he  Is  some- 
times pensioned.  The  term  policy  is  available  to  him,  but 
he  may  prefer  a  more  permanent  form  of  policy  even  though 
for  a  smaller  amount.  Therefore,  it  is  quite  likely  that  he 
will  take  out  a  "whole"-  or  "ordinary'Mlfe  policy  and  pay  an 
anaual  level  premium  as  long  as  he  lives. 
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If  it  is  desired  the  annual  premium  may  be  broken  into  semi- 
annual or  quarterly  payments  and  in  this  manner  be  adapted 
to  the  needs  of  the  person  who  finds  it  difficult  to  lay  aside 
a  larger  amount.  We  find  that  the  company  which  quotes 
the  rates  given  in  the  table  on  a  preceding  page  will  charge 
$10.70  semi-anually  and  $5.40  quarterly  for  a  $1,000  ordinary- 
life  policy  issued  at  age  25,  as  compared  with  an  annual 
premium  of  $20.70.  This  feature  is  of  course  extended  to  the 
other  types  of  policies  because  it  is  a  well-known  fact  thar 
most  persons  find  it  easier  to  pay  $25  four  times  a  year  than 
four  times  that  amount  once  a  year. 

The  advantages  of  the  ordinary-life  policy  are: 

1.  A  permanent  form  of  policy  is  secured  at  a  reasonable 
cost. 

2.  The  payment  of  the  premium  is  distributed  over  life  in 
accordance,  approximately,  with  the  insured's  earning  power. 

3.  The  policy  combines  protection  with  a  small  degree 
of  saving.  The  insured  may  borrow  on  his  ordinary-life  pol- 
icy, while  on  the  term  policy  he  has  no  accumulation  which 
permits  this  privilege.  He  may  also  withdraw  from  the  con- 
tract and  receive  a  surrender  value,  which  is  lacking  under 
the  term  policy. 

4.  By  the  use  of  the  "dividends''  or  refunds  which  he  may 
expect  in  a  participating  company  he  may  obtain  a  paid-up 
policy  at  about  age  65,  thus  bringing  his  premium  payments  to 
an  end  at  about  the  time  his  income-producing  power  ceases. 

5.  The  insured  obtains  a  greater  amount  of  immediate 
protection  under  the  ordinary-life  policy  than  under  certain 
other  policies  which  require  higher  premiums. 

The  disadvantages  of  this  form  of  policy  are  merely  relative 
when  compared  with  other  forms,  which  accounts  for  its  great 
popularity,  about  53  per  cent  of  all  policies  issued  being  of  this 
type. 

1.  Not  as  much  insurance  can  be  purchased  for  a  given 
premium  as  under  the  term  plan. 

2.  The  premiums  must  be  paid  for  a  long  pefiod  and  the 
insured's  earning  power  may  diminish  or  cease. 

3.  The  interest  earned  on  the  saving  or  investment  ele- 
ment is  lower  than  might  be  earned  in  other  ways,  although 
the  factor  of  risk  by  these  other  methods  must  be  considered. 

While  the  whole  or  ordinary-life  policy  will  fit  more  per- 
sons than  any  other  one  policy  because  it  involves  the  lowest 
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annual  cost  of  any  policy  which  provides  permanent  protection, 
it  is  neverthelesa  open  to  the  objection  that  the  insured  may 
outlive  his  earning  power  and  the  payment  of  the  premium 
actually  become  a  hardship.  This  objection  is  met  by  another 
type  known  as  the  "limited-payment"  policy. 

Ordinary  Life  Policv 
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tjmited-pasment. — ^There  are  many  persons  whose  earning 
power  is  limited  to  a  certain  period  of  life,  as,  for  example, 
a  person  whose  work  involves  considerable  activity  or  physical 
efiort.  These  individuals  may  be  much  in  need  of'insurance, 
but  a  policy  requiring  life-long  payments  is  undesirable.  Take, 
for  illustration,  an  actor  who  is  twenty-five  years  of  age  and 
whose  present  earnings  are  very  large.  He  figures  that  at 
best  he  cannot  retain  his  skill  and  ability  to  amuse  audiences 
beyond  lifty-five  years  of  age,  and  the  question  arises  in  his 
mind  of  how  to  meet  payments  after  that  time.  The  solu- 
tion of  his  problem  is  a  limited-payment  policy;  either  a 
twenty-  or  thirty-payment  life  exactly  fits  his  needs.  The  an- 
nual level  premium  on  a  twenty-payment  life  policy  for  $1,000 
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at  age  25,  according  to  our  table,  is  $30.40,  compared  with 
$20.70  for  the  ordinary-life  contract.  For  a  difference  of  $9.70 
he  makes  certain  that  when  he  reaches  forty-five  years  of  age 
his  insurance  will  be  fully  paid  for  the  balance  of  his  life,  re- 
gardless of  how  long  he  lives,  and  he  obtains  exactly  the  same 
protection  which  the  ordinary-life  policy  affords.  The  com- 
pany has  collected  a  higher  premium  but  in  return  has  prom- 
ised that  no  more  premiums  shall  be  due  after  a  certain  date, 
no  matter  how  long  the  insured  continues  to  live.     After  the 
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payment  of  the  first  premium  the  proceeds  are  payable  at 
death  if  the  policy  has  not  lapsed.  In.  a  later  chapter  it  will 
be  seen  that  all  forms  of  premiums  are  reduced  to  a  mathe- 
matical basis,  one  equivalent  to  the  other,  and  that  the  above 
arrangement  is  a  fair  and  equitable  one  to  all  concerned.  If 
the  insured  should  be  so  unfortunate  as  to  die  shortly  after 
the  policy  is  issued  he  has,  of  course,  paid  more  for  the  pro- 
tection than  under  the  annual-premium  plan.  On  the  other 
hand,  however,  if  his  life  exceeds  the  usual  span  he  has  paid 
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less  than  under  the  annual  plan.    Thirty  per  cent  of  all  con- 
tracts issued  are  of  the  limited-payment  type. 

Endowments. — ^We  will  next  consider  the  endowment  pol- 
icy, which  promises  payment  upon  death,  if  this  event  occurs 
within  a  certain  specified  period,  and  also  agrees  to  make  the 
payment  in  case  of  survival  at  the  end  of  the  stipulated 
time.* 

Naturally  a  policy  that  pays  for  either  death  or  survival 
over  a  designated  number  of  years  will  cost  more  than  one 
which  provides  payment  for  death  only.  Thus,  the  company 
whose  rate  is  $20.70  per  year  for  an  ordinary-life  policy  of 
$1,000  issued  at  age  25,  charges  $48. 10*  for  a  twenty-year 
endowment  issued  at  the  same  age  for  a  like  amount,  $38  for 
a  twenty-five  year  endowment  and  $31.70  for  a  thirty-year 
endowment.  What  particular  advantage  has  this  policy  to 
justify  a  higher  premium?  An  illustration  may  help  to  make 
this  clear.  If  we  take  the  case  of  a  well-known  New  York 
financier  who  received  an  income  of  $50,000  anually,  but  who 
was  not  able  to"  save  any  of  it,  we  can  realize  how  many  per- 
sons with  a  smaller  income  are  frequently  in  a  similar  posi-* 
tion.  This  gentleman,  one  of  the  ablest  financial  men  of  his 
time,  spent  his  salary  as  rapidly  as  it  flowed  in,  and  all  at- 
tempts to  save  any  of  it  were  futile.  This  worried  him,  as  he  * 
was  fully  conscious  that  the  time  was  approaching  when  his 
income  would  diminish  and  he  would  have  nothing  laid  aside  ' 
for  the  proverbial  rainy  day.  An  insurance  salesman  sug- 
gested an  endowment  po^licy  as  a  means  of  saving  his  money 
and  at  the  same  time  providing  family  protection.  The  com- 
bination of  this  protection  and  investment  feature  appealed 
to  him  and  he  was  insured  for  $100,000  on  a  twenty-yeat 
endowment  policy. 

A  situation  with  less  money  involved  is  frequently  encoun- 
tered, particularly  among  younger  men,  and  a  contract  which 
compels  them  to  lay  aside  a  certain  sum  periodically  acts  not 
only  as  an  incentive  to  save  but  actually  forces  thrift  upon 
them. 

To  give  another  illustration  of  the  usefulness  of  an  endow- 
ment, a  person  with  a  small  amount  of  cash  may  safely 
purchase  a  home  with  a  lien  against  it  and  provide  for  the 
retirement  of  the  mortgage  with  an  endowment  policy.  The 
advantage  is  that,  in  event  of  premature  death,  the  proceeds  of 

'  For  sample  policy  see  Appendix  III, 
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the  policy  will  be  available  immediately  and  prevent  possible 
foreclosure.  If  he  adopts  the  method  of  paying  the  debt  by 
saving  a  certain  amount  each  year  an  untimely  death  may  cut 
this  short,  while  an  endowment  meets  this  contingency  and  the 
sum  is  assured  either  at  death  or  at  the  end  of  the  endowment 
period. 

This  form  of  policy  may  also  be  used  to  excellent  advantage 
by  a  contract  on  the  life  of  a  child  which  will  mature  about  the 
time  he  is  old  enough  to  attend  college.  In  many  cases  this 
is  the  only  means  whereby  an  education  may  be  assured.  Sev- 
eral endowments  maturing  during  each  of  the  several  years 
while  the  son  or  daughter  is  attending  college  would  further 
facilitate  matters.  These  "child"  endowments  may  also  be 
used  to  give  a  young  person  a  financial  start  in  the  world. 
Or  in  the  case  of  the  "long-term"  endowment,  maturing  when 
the  policy-holder  is  from  sixty  to  seventy  years  of  age,  the 
proceeds  may  be  used  to  protect. the  insured  against  the  con- 
sequences of  his  economic  death,  i.e.,  the  loss  of  earning  power. 
This  may  be  done  by  placing  the  fund  in  trust ;  or  by  investing 

Endowment  Policy 
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it  and  using  the  income  from  it;  or  by  using  the  income  and 
a  part  of  the  principal  each  year ;  or  better  still,  by  the  pur- 
chase of  an  annuity.  Twenty-year  endowments  form  five  per 
cent  of  all  contracts  issued. 

Aonuitfes. — An  annuity  may  be  defined  as  an  Insurance  con- 
tract wherein  the  insurer,  in  consideration  of  a  certain  prem- 
ium, promises  to  pay  a  definite  income  to  the  annuitant.  This 
contract  may  be  purchased  by  a  single  premium  and  the  pay- 
ments by  the  company  will  begin  six  months  or  a  year  later. 
This  is  called  an  "immediate"  annuity.  Or  the  annuity  may 
be  bought  by  annual  level  premiums  over  a  period  of  years  and 
the  company  begin  its  payments  at  the  end  of  this  term  of 
years.  This  is  known  as  a  "deferred"  annuity  and  has  the  ad- 
vantage over  the  preceding  type  that  the  premium  is 
spread  out  over  a  long  period  of  years  and  the  individual  is 
better  able  to  pay  in  this  manner  than  by  one  single  premium. 

The  annuity  policy  may  provide  for  annual,  semi-annual, 
quarterly  or  monthly  payments,  either  for  a  certain  term  of 
years  or  for  the  balance  of  the  life  of  the  annuitant,  depending 
on  the  kind  of  annuity  purchased. 

The  advantages  of  annuities  are :  ( 1 )  a  person  can  make 
sure  of  receiving  an  income  in  old  age;  (2)  he  can  safely 
distribute  an  estate  before  death  by  making  sure  of  a  life 
income  for  himself;  (3)  the  rate  of  return  on  the  money  paid 
to  the  insurance  company  is  very  high  when  the  annuity  is  taken 
out  at  an  advanced  age.  The  objection  to  either  the  immediate 
or  deferred  annuity  is  that  in  case  of  death  all  premiums  are 
considered  fully  earned  by  the  company  and  the  contract  is 
terminated.  This  objection  is  sometimes  removed  by  promising 
that  a  certain  number  of  installments  of  the  annuity  will  be 
paid  even  if  death  occurs  and  in  the  case  of  the  deferred 
annuity  by  providing  that  all  premiums  shall  be  returned  in  such 
event.  Of  course  additions  to  the  premiums  are  necessary  in 
order  to  take  care  of  such  promises. 

Installment  insurance. — Although  most  persons  think  that 
it  is  preferable  to  have  the  proceeds  of  the  policy  payable  in 
a  lump  sum,  it  undoubtedly  would  be  better  for  the  beneficiary 
in  the  majority  of  cases  if  the  policy  were  paid  in  installments. 
The  old  adage  of  the  widow  with  the  proceeds  of  a  life  insur- 
ance policy  being  "a  shining  mark  for  a  mining  shark"  is  just 
as  true  to^ay  as  ever.  To  protect  the  widow  against  the  lure 
of  speculation  the  insured  may  obtain  a  policy  providing  that 
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the  proceeds  will  be  paid  in  ten,  fifteen,  or  twenty  equal  an- 
nual installments.  Many  others  arrangements  may  also  be 
made  with  regard  to  payment  of  the  policy  proceeds.  If  the 
face  of  the  policy  is  $10,000  and  the  proceeds  are  payable  in 
ten  equal  annual  installments,  the  insurance  company  natur- 
ally makes  an  interest  allowance  for  the  sums  thus  retained 
each  year  up  to  the  final  paynjent.  Therefore,  it  can  afford  to 
make  each  installment  something  more  than  $1,000.  On  the 
other  hand,  the  policy  may  promise  to  pay  the  proceeds  in 
ten  installments  of  $1,000  each,  and  in  that  case  the  face  of 
the  policy  is  not  the  full  $10,000  because  of  the  interest  allow- 
ance. The  installment  method  of  paying  the  proceeds  gives 
rise  to  the  name  "income"  policies,  one  of  the  best  types  of 
insurance  to  make  a  person  realize  the  amount  of  protection 
he«reqiiires.  Suppose  we  take  the  case  of  a  married  man  with 
a  wife,  two  children,  aged  four  and  seven  years,  and  an  in- 
come of  $5,000  per  year.  Granting  that  a  man  uses  one-half 
of  his  income  on  himself,  that  would  still  leave  $2,500  needed 
annually  for  the  rest  of  the  family,  an  income  which  would  be 
brought  to  an  end  by  the  premature  death  of  the  husband. 
A  $5,000  policy  is  often  considered  a  large  amount  of  insur- 
ance, yet  this  would  only  produce,  at  six  per  cent,  an  annual 
income  of  $300,  which  is  ridiculously  inadequate.  The  only 
logical  arrangement  is  to  have  a  policy  producing  an  income 
of  $2,500,  in  order  to  eliminate  the  financial  hardships  that 
the  dependents  might  otherwise  have  to  endure. 

Many  policies  permit  the  installments  to  be  paid  monthly, 
quarterly,  or  semi-annually  as  well  as  annually.  Another 
arrangement  makes  the  installments  certain  for  a  definite  num- 
ber of  years  and  continuous  thereafter  as  long  as  the  benefi- 
ciary may  live.  Necessarily,  on  policies  of  equal  face  values, 
the  installments  paid  under  the  latter  provision  will  be  smaller 
than  in  the  case  where  they  cease  after  a  certain  number  of 
payments  have  been  made.  The  reduction  will  be  in  accord- 
ance with  a  calculation  made  on  the  basis  of  the  probable 
extended  life  of  the  beneficiary,  and  the  longer  this  period, 
the  smaller  will  be  the  installments.  Payment  of  proceeds  by 
means  of  a  "gold  bond"  should  also  be  mentioned.  When 
the  insured  dies,  a  gold  bond  to  run  for  a  definite  period  of 
years  and  bearing  a  stipulated  rate  of  interest  is  issued  to  the 
beneficiary.  This  interest  is  paid  at  specified  times  to  the  bene- 
ficiary and  at  the  maturity  of  the  bond  the  principal  is  paid. 


TYPES  OF  LIFE  INSURANCE  POLICIES       67 

Briefly  summarized,  the  advantages  of  the  installment  pol- 
iqr  are: 

1.  The  beneficiary  is  protected  against  loss  of  the  proceeds 
through  fraud  or  unwise  investment. 

2.  The  premium  is  smaller  In  proportion  to  the  face  of  the 
policy,  buying  more  in  installments  than  it  could  in  a  lump 
sum. 

3.  If  the  installments  are  continuous,  the  beneficiary  is 
provided  for  as  long  as  he  or  she  lives. 

4.  The  insured  may  make  sure  that  the  beneficiary  will 
receive  at  least  a  certain  amount  by  buying  a  contract  which 
provides  for  a  definite  number  of  payments. 

5.  If  the  payments  extend  over  a  sufficient  period  they 
will  provide  for  the  education  of  the  children. 

6.  The  beneficiary  is  relieved  of  the  trouble  and  expense  of 
managing  the  fund,  the  insurance  company  assuming  this  re- 
sponsibility. 

The  only  disadvantages  connected  with  the  policy  are : 

1.  The  beneficiary  may,  for  some  very  good  reason  not 
foreseen  or  imagined  by  the  insured,  have  need  of  a  lump 
sum  of  money. 

2.  The  beneficiary,  unless  the  policy  provides  for  continu- 
ous installments,  may  outlive  the  installments  provided  for. 

Combinations. — We  have  explained  the  most  common  con- 
tracts in  life  insurance,  but  nearly  all  of  those  mentioned  can 
be  further  adapted  to  particular  circumstances  by  combinations 
of  the  various  features. 

Let  us  take,  for  illustration,  the  case  of  a  young  physician 
aged  twenty-five,  whose  earnings  are  as  yet  small  and  who 
takes  out  a  one-year  renewable  term  policy  on  the  increasing 
step-rate  plan  and  containing  the  conversion  privilege.  This 
seems  to  be  a  good  type  of  policy  for  a  few  years.  Later,  how- 
ever, when  he  is  thirty  years  of  age,  his  earnings  have  increased 
and  he  desires  permanent  protection.  According  to  the  con- 
version privilege,  he  may  choose  from  a  number  of  policies, 
and  the  question  is,  which  meets  his  needs?  Estimating  that 
his  best  earning  period  will  be  between  the  ages  of  thirty  and 
fifty,  he  thinks  a  limited-payment  policy  will  suit  him.  At  the 
same  time  he  realizes  that  when  he  reaches  sixty-five  oi^ 
seventy  he  will  wish  to  retire;  therefore,  he  would  prefer  an 
endowment  maturing  at  that  time,  enabling  him  to  purchase 
an  annuity  or  provide  in  some  other  manner  for  his  declining 
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years.  So  he  converts  his  term  policy  into  a  twenty-payment 
forty-year  endowment.  This  means  that  he  will  pay  premiums 
from  age  30  to  50  and  at  age  70j  if  he  is  still  living,  the  insur- 
ance company  will  turn  over  to  him  the  proceeds,  although  in 
case  of  death  at  any  time  between  the  writing  of  the  policy  and 
age  seventy  the  policy  will  be  paid  to  the  named  bene- 
ficiary. He  may  also  stipulate  that  in  case  of  his  prior  death  the 
proceeds  shall  be  paid  in  installments  in  accordance  with  any  of 
the  arrangements  mentioned  on  a  previous  page.  There  are 
frequently  other  and  more  complicated  schemes.  This  illus- 
tration is  given  with  a  view  of  showing  a  few  possibilities  of 
combining  various  features  in  a  single  policy,  the  premium 
always  being  adjusted  to  meet  the  requirements  of  the  case. 
In  all  instances  the  insured  receives  exactly  that  for  which  he 
pays.  When  making  comparisons  of  rates  on  different  poli- 
cies of  like  amount  at  the  same  age  the  '^guaranteed"  values 
should  always  be  observed  as  well  as  maturity  dates,  because 
the  higher  the  premium,  the  greater  the  loan  and  cash  values. 
A  fuller  description  of  these  relative  values  is  reserved  for 
a  later  chapter. 

Special  contracts. — ^While  the  foregoing  explains  the  types 
of  policies  that  are  the  most  common,  there  are  nevertheless  a 
great  many  other  varieties  of  a  special  character.  These  may 
be  classified  in  two  groups:  (1)  those  involving  more  than 
one  life  and  (2)  those  that  provide,  by  special  clauses  or  en- 
dorsements, for  some  adjustment  of  premium,  face  value 
or  proceeds.     In  the  first  group  we  have: 

1.  Joint  life. — ^This  is  a  policy  which  insures  two  or  more 
lives  and  promises  payment  when  the  first  death  occurs.  Its 
only  extensive  use  has  been  by  partnerships,  where  the  mem- 
bers of  a  firm  are  insured  under  one  contract,  the  advantage 
being  a  lower  premium  than  if  each  partner  were  separately 
insured.  When  a  death  occurs  under  such  a  policy  it  expires, 
however,  and  if  protection  is  needed  for  the  remaining  mem- 
bers a  new  one  must  be  secured,  which  may  not  be  possible. 

2.  Last  survivor. — Two  or  more  lives  are  involved  in  this 
policy  but  it  differs  from  the  joint-life  policy  in  that  payment 
is  not  made  until  the  last  member  of  the  group  dies,  instead 
of  the  first. 

3.  Contingent  or  Survivorship. — ^This  differs  from  the 
previous  policies  in  that  payment  is  made  only  if  a  certain 
person  dies  and  another  continues  to  live.    This  is  of  value  to 
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protect  a  lender,  where  a  person  by  borrowing  has  anticipated 
his  right  to  an  estate  at  some  future  time,  the  right  to  the 
estate  being  contingent  upon  his  outliving  another  person. 

4.  Last-survivor  annuities. — This  policy  promises  to  pay 
an  annuity  to  two  or  more  persons  as  long  as  they  live.  Should 
death  occur  the  full  amount  will  be  paid  to  the  survivor  or 
survivors  until  all  are  dead.  Ordinarily  not  more  than  two 
lives  arc  involved,  usually  a  husband  and  wife. 

5.  Reversionary  Annuity. — The  beneficiary  of  the  policy 
receives  a  life  annuity  if  the  insured  dies  first  but  nothing 
is  paid  and  the  contract  expires  if  the  beneficiary  dies  before 
the  insured.  This  is  really  a  form  of  income  policy  and  makes 
certain  at  low  cost  that  the  beneficiary  will  have  a  life  income 
if  the  insured  is  the  first  to  die. 

The  second  group  of  special  contracts  should  be  divided 
into  two  sub-groups. 

1.  According  to  adjustment  of  the  premium,  which  may 
be  taken  care  of  by  clauses  providing  for : 

a.  fVaiver  of  Premiums. — ^A  clause  to  the  effect  that  in 
case  of  the  total  and  permanent  disability  of  the  insured  the 
policy  shall  be  considered  full  paid  for  its  face  value  and  no 
more  premiums  required.  Usually  the  disability  must  begin 
before  the  insured  reaches  age  sixty. 

h.  Return  of  Premiums. — ^A  promise  that  in  case  of  death 
within  a  certain  time  a  part  or  all  of  the  premiums  will  be  re- 
turned in  addition  to  the  payment  of  the  face  of  the  policy. 
This  is  easily  possible  as  the  cost  of  this  special  feature  has 
been  added  to  the  original  premium. 

r.  Decreasing  Premiums. — The  early  years  of  the  policy 
have  very  high  premiums,  which  offset  the  later  years.  Usually 
these  scale  down  year  after  year  until  no  more  premiums  are 
paid.  In  other  words,  it  is  a  modification  of  the  limited- 
payment  policy  and  has  practically  the  same  advantages. 

2.  According  to  adjustment  of  the  face  of  the  policy : 

a.  Decreasing  face  value. — These  forms  provide  that 
when  the  insured  attains  a  certain  age  the  face  of  the  policy 
shall  be  reduced  each  year  by  a  certain  amount  until  a  definite 
face  value  is  reached  which  is  then  considered  paid-up.  This 
type  of  policy  gives  a  greater  amount  of  protection  in  the  years 
when  most  needed  and  gradually  decreases  as  the  necessity  for 
the  insurance  decreases. 

h.  Multiple  indemnity. — Double  the  face  value  is  some- 
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times  provided  for  if  death  results  from  an  accident.  A  very 
small  addition  to  the  regular  rate  is  necessary  for  such  a 
"frill." 

c.  Disability. — In  addition  to  the  waiver  of  the  premium 
in  case  of  disability,  it  is  frequently  provided  that  in  case  of  to- 
tal and  permanent  disability  the  proceeds  of  the  policy  shall  be- 
come due  and  payable.  This  is  sometimes  accomplished  by  the 
payment  of  equal  annual  installments  over  a  period  of  years,  in 
which  case  the  face  of  the  policy  is  decreased  by  the  amounts 
so  paid  and  when  death  occurs  only  the  difference  is  payable. 

There  are  other  kinds  of  disability  clauses  which  promise 
an  income,  and  in  addition  pay  the  full  face  of  the  policy  when 
death  occurs;  but  the  cost  of  such  variations  must  always  be 
included  in  the  premium.* 

Disability  insurance  is  frequently  written  by  collateral 
contracts  covering  accident  and  health,  and  a  full  description 
of  these  is  given  in  a  later  chapter. 

^  See  disability  clauses  in  Appendices  III  and  IV. 
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Chapter  VI 

NET  AND  GROSS  LIFE  INSURANCE  PREMIUMS 

Life  insurance  premiums  and  "cost  of  production." — ^The 
previous  chapter  has  shown  that  life  insurance  policies,  like 
suits  of  clothes,  must  be  adapted  to  the  different  needs  of 
various  classes  of  persons.  It  is  plain  that  they  are  like  suits 
in  other  respects — there  is  a  diversity  in  character,  length  of 
service*  and  price.  Again,  the  price  charged  for  the  different 
polides  must  be  at  least  sufficient  to  cover  the  cost  of  pro-  .'^ 
duction  and  yet  low  enough  to  compete  with  the  articles  offered  -*• 
by  other  sellers.  As  a  consumers' .  mutual  association  for 
manufacturing  clothing  sells  goods  at  cost  of  production  plus 
the  expense  of  marketing,  so  a  mutual  life  insurance  company 
sells  its  policies  at  cost  of  production  plus  expenses.  On  the 
other  hand,  the  stock  company,  organized  for  profit  to  the 
stockholders,  is  induced  by  competition  to  meet  the  rates  of 
the  mutual  as  far  as  possible.  ^ 

It  is  evident  from  the  foregoing  that  in  life  insurance  ( 1 ) 
the  cost  of  production  will  largely  govern  the  premiums 
charged  and  (2)  that  this  cost  of  production  differs  for  va- 
rious types  of  policies.  The  cost  of  production  in  manufac- 
turing corresponds  to  the  "mortality  cost"  in  life  insurance, 
for  the  life  insurance  company  is  selling  protection.     The 

'For  example,  we  find  a  company  quoting  rates  as  follows: 

ANNUAL  PREMIUM  RATES  PER  $1000 

Ordinary        lO-Pay-        ZO-Pay-         10- Yr.  20- Yr.    lO-Yr,  Renew- 

Age        Life  ment  ment       Endowom't,    Endo*wm*t,      able  Term 

20.... $18.50  $45.50  $28.10  $100.10  $47.50  $11.70 

25....  20.70  49.10  30.40  100.60  48.10*  12.30 

30....  23.50  53.40  33.20  101.20  48.80  13.00 

35....  27.00  58.50  36.70  102.10  50.00  14.20 

40....  31.70  64.60  41.00  103.30  51.80  16.10 

45....  38.00  72.00  46.50  105.30  54.80  19.80 

SO....  46.60  81.00  53.80  108.60  59.60  26.30 
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marketing  or  selling  expense  of  a  manufacturer  is  duplicated 
by  the  "loading",  or  expenses  allowed  in  life  insurance  to  cover 
commissions  to  agents  for  obtaining  the  business,  the  main- 
tenance of  offices,  etc.  A  broad  knowledge  of  any  business 
must  include  a  knowledge  of  its  costs,  prices  and  expenses. 
The  elements  which  enter  into  the  cost  of  insurance  and  its 
selling  expense  will  evidently  throw  considerable  light  upon 
the  operations  of  a  life  insurance  company  and  the  relations 
between  it  and  the  persons  insured.  In  fact,  such  a  considera- 
tion is  absolutely  essential  to  an  intelligent  discussion  of  life 
insurance  problems  or  to  the  efficient  buying  and  selling  of 
life  insurance  protection.  In  this  respect,  also,  insurance  does 
not  differ  from  any  other  commodity,  for  the  salesman  who 
knows  his  goods  is  able  to  sell  more  with  greater  satisfaction 
to  his  customers,  and  the  customer  who  buys  judiciously  is 
more  likely  to  purchase  the  kind  of  commodity  which  meets 
his  requirements. 

Elements  of  cost  in  life  insurance. — ^The  cost  of  production 
of  the  commodity  life  insurance  includes  mortality  and  ex- 
pense, which  together  determine  the  prehiium  to  be  charged. 
Let  us  now  consider  the  former.  The  mortality  cost  of  dif- 
ferent types  of  policies  is  primarily  determined  by  the  amounts 
which  the  company  must  pay  out  in  death  claims  on  these 
different  types.  At  this  point  it  is  important  to  note  that  life 
insurance  differs  from  other  commodities  in  that  the  price  Is 
fixed  and  collected  before  the  goods  are  delivered.  This  has 
two  vital  consequences — (1)  we  must  Be  prepared  to  esti- 
mate the  death  claims  before  they  become  due  and  payable, 
and  (2)  since  we  collect  the  price  in  advance  and  have  the  use 
of  the  customer's  money,  we  must  be  prepared  to  allow  him 
interest.  It  would  be  more  correct,  therefore,  to  say  that  the 
mortality  cost  depends  upon  the  present  value  of  the  expected 
death  claims. 

Mortality  tables. — The  only  way  in  which  we  can  gauge  the 
death  claims  of  the  future  is  by  the  experience  of  the  past. 
Life  insurance  is  based  upon  facts  exhibited  by  past  experience 
and  embodied  In  a  so-called  "mortality  table."  We  assume 
that  history  will  repeat  itself  under  similar  conditions,  and  from 
the  mortality  table,  with  the  assistance  of  the  principle  of  prob- 
ability, we  are  able  to  predict  the  future.  We  cannot  forecast 
the  future  for  a  single  Individual  but  we  can  foresee  with 
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tolerable  accuracy  what  will  happen  to  a  large  group  of  in- 
dividuals. Various  investigations  have  resulted  in  slightly 
different  representations  of  past  facts;  hence  there  are  dif- 
ferent mortality  tables,  the  variations  being  principally  due  to 
the  conditions  under  which  the  facts  were  compiled.  The  two 
most  important  tables  at  present  are  ( 1 )  the  American  Experi- 
ence Table,  based  mainly  upon  the  lives  insured  in  a  large 
American  company,  and  prescribed  by  law  in  many  States  as 
a  basis  of  valuation,  and  (2)  the  National  Fraternal  Con- 
gress Table,  based  upon  the  lives  of  persons  insured  in  fra- 
ternal organizations.  We  present  on  page  74  the  American 
Experience  Table,  which  will  be  used  in  our  illustrations  in  this 
chapter.  It  will  be  noted  that  this  table  shows  for  each  age 
up  to  and  including  age  ninety-five  the  number  of  persons  alive 
at  the  beginning  of  the  year  and  the  number  dying  during  the 
year. 

At  age  twenty-five,  for  example,  out  of  every  89,032  persons, 
718  die  during  the  year  and  before  they  reach  age  twenty-six, 
leaving  88,314  persons  alive  at  the  latter  age.  Sijnilar  in- 
formation is  given  for  every  age.  Althou^  this  table  starts 
for  convenience  with  100,000  lives,  it  might  equally  well  start 
with  any  other  assumed  number.  The  important  fact  shown 
by  the  table  is  not  the  absolute  number  of  persons  alive  and 
dying,  but  the  ratios  between  those  dying  during  the  year  and 
those  who  began  the  year  alive,  and  between  those  alive  at  the 
beginning  of  various  years.  Xhe  absolute  figures  used  are 
of  no  consequence,  therefore,  so  long  as  they  show  these  ra- 
tios correctly.  The  table  was  not  constructed,  as  a  matter  of 
fact,  by  the  observation  of  100,000  persons  from  age  ten  to  age 
ninety-six,  but  by  noting  the  percentage  of  persons  aged  twenty- 
five  who  died  in  one  year,  the  percentage  of  persons  aged 
twenty-six  who  died  in  one  year,  etc.,  and  then  applying  these 
various  percentages  to  a  hypothetical  group  of  100,000,  start- 
ing at  age  ten.  By  this  table,  with  the  help  of  the  principle  of 
probability  as  stated,  we  can  predict  the  future. 

Principle  of  probability. — The  principle  of  probability  em- 
ployed may  be  illustrated  by  a  person  rolling  dice.  Each 
die  has  six  sides  with  six  different  numbers  engraved  thereon, 
any  one  of  which  is  equally  likely  to  come  uppermost  when 
the  die  is  rolled.  What  is  the  chance  that  a  person  will  obtain 
a  four  upon  rolling  a  c^ie?    This  chance  may  be  and  is  com- 
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AMERICAN  EXPERIENCE  TABLE 
OF  MORTALITY 

At  Number 

Age          Surviving  Deaths 

10 100,000  749 

11 99,251  746 

12 98,505  743 

13 97,762  740 

14 97,022  737 

15 96,285  735 

16 95,550  732 

17 94,818  729 

18 94,089  727 

19 93,362  725 

20 92,637  723 

21 91,914  722 

22 91,192  721 

23 90,471  720 

24 89,751  719 

25 89,032  718 

26 88,314  718 

27 87,596  718 

28 86,878  718 

29 86,160  719 

30 85,441  720 

31 84,721  721 

32 84,000  723 

33 83,277  726 

34 82,551  729 

35 81,822  732 

36 81,090  737 

37 80,353  742 

38 79,611  749 

39 78,862  756 

40 78,106  765 

41 77,341  774 

42 76,567  785 

43 75,782  797 

44 74,985  812 

45 74,173  828 

46 73,345  848 

47 72,497  870 

48 71,627  896 

49 70,731  927 

50 69,804  962 

51 68,842  1,001 

52 67,841  1,044 

53 66,797  1,091 

54 65,706  1,143 


AMERICAN  EXPERIENCE  TABLE 
OF  MORTALITY 

At  Number 

Age  Surviving  Deaths 

55 64,563  1,1^9 

56 63,364  1,?60    . 

57 62,104   *  1,325 

58 60,779  1,394 

59 59,385  1,468 

60 57,917     "       1,544 

61 56,371  1,628 

62 54,743  1,713 

63 53,030  1,800 

64 51,230  1,889 

65 49,341  1,980 

6S 47,361  2,070 

67 45,291  2,158 

68 43,133  2,243 

69 40,890  2,321 

70 38,569  2,391 

71 36,178  2,448 

72 33,730  2,487 

73 31,243  2,505 

74 28,738  2,501 

75 26,237  2,476 

76 23,761  2,431 

77 21,330  2,369 

78 18,961  2,291 

79 16,670  2,196 

80 14,474  2,091 

81 12,383  1,964 

82 10,419  1,816 

83 8,603  1,648 

84 6,955  1,470 

85 5,485  1,292 

86 4,193  1,114 

87 3,079  933 

88 2,146  744 

89 1,402  555 

90 847  385 

91 462  246 

92 216  137 

93 79  58 

94 21  18 

95 3  3 
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monly  expressed  by  a  fraction,  of  which  the  number  of  pos- 
sibilities is  the  denominator  and  the  number  of  possibilities 
fulfilling  the  conditions  the  numerator.  The  chance  in  this 
case  is  therefore,  1/6,  or  one  in  six.  What  is  the  chance  that 
either  a  four  or  five  will  be  shown  ?  Here  two  possibilities  ful- 
fil the  condition,  and  consequently  the  chance  Is  1/6  (the  chance 
of  a  four)  plus  1/6  (the  chance  of  a  five),  or  2/6.  By  apply- 
ing this  idea  to  the  table  we  can  obtain  fractions  indicating 
the  probability  of  dying  or  living,  reasonably  certain  of  fulfil- 
ment because  the  table  is  not  based  upon  theories  or  assump- 
tions but  upon  facts  verified  by  past  experience.  What  is 
the  probability  that  a  person  aged  twenty-five  will  die  in  one 
year?  If  the  number  of  possibilities  is  89,032,  that  is  the 
denominator  of  our  fraction,  and  if  past  experience  reflected  by 
the  table  shows  that  718  persons  usually  fulfil  this  condition 
by  dying,  7 1 8  is  the  numerator.  The  probability  of  dying  in  one 
year  is  therefore  718/89,032  at  this  age,  or  about  8/1000. 
What  is  the  chance  that  a  person  aged  twenty-five  will  die 
within  two  years?  It  is  718  plus  718  (the  number  happening 
to  be  the  same  for  the  second  year)  over  89,032  or  1436/ 
89032.  It  might  also  be  expressed  as  718/89032  plus 
718/89032.  The  probability  that  a  person  aged  thirty  will 
die  in  two  years  is  1441/85441.  Any  conceivable  probability 
of  living  or  dying  can  be  calculated  from  this  table,  covering 
one,  two  or  more  lives,  and  this  demonstrates  that  insurance 
is  not  gambling  as  often  supposed,  but  in  fact  is  just  the  oppo- 
site, it  being  possible  to  prognosticate  about  groups  of  lives, 
although  impossible  for  the  individual  life. 

Compound  interest, — A  brief  consideration  of  the  factor  of 
interest  and  we  are  ready  to  calculate  the  mortality  cost  on  the 
different  varieties  of  policies.  In  insurance  the  price  is  col- 
lected from  the  consumer  in  advance  and  he  must  be  allowed 
interest  by  the  company  for  the  use  of  the  money.  The  as- 
sumption made,  which  is  not  absolutely  in  accord  with  facts 
but  near  enough  for  all  practical  purposes,  is  that  the  prem- 
ium is  collected  at  the  beginning  of  the  year  and  the  death 
daims  paid  at  the  end  of  the  year.  As  a  matter  of  fact,  death 
daims  are  usually  paid  a  few  weeks  after  death,  but  as  will 
be  seen  later  this  makes  no  appreciable  difference  to  either 
contracting  party.  It  is  assumed,  then,  that  the  company  has 
the  use  of  the  money  for  a  period  of  time  varying  with  the 
manner  in  which  the  premium  is  paid.    In  order  to  pay  out  one 
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dollar  at  the  end  of  a  year,  therefore,  it  is  only  necessary  for 
the  company  to  collect  at  the  beginning  of  the  year  a  sum 
which,  together  with  interest,  will  equal  one  dollar  by  the 
end  of  the  year.  Since  we  cannot  predict  what  rate  will  be 
earned  by  the  company  on  its  funds  we  must  assume  a  rate 
of  interest,  which  must  be  a  conservative  one,  so  that  the  com- 
pany does  not  anticipate  doing  what  may  later  prove  to  be 
an  impossibility.  The  rate  now  generally  assumed  and  often 
prescribed  by  law  is  three  per  cent.  In  order  to  pay  out  one 
dollar  in  death  claims  at  the  end  of  the  year  it  is  necessary 
for  the  company  to  collect  at  the  beginning  of  the  year  only 
$1.00/1.03  or  $.9708,  because  a  little  figuring  will  show  that 
this  sum  with  interest  at  three  per  cent  will  equal  $1  at  the 
end  of  the  year.  To  be  fair  we  must  allow  the  customer  com- 
pound interest  on  his  money;  that  is,  if  we  have  the  use  of  his 
money  for  two  years  we  must  allow  him  interest  on  the  principal 
for  one  year  and  interest  on  the  principal  plus  interest  for  the 
second  year,  etc.  In  order  to  pay  $  1  at  the  end  of  two  years 
it  is  necessary  for  the  company  to  collect  $1.00/1.0609  or 
$.9425,  $1.0609  being  $1  at  three  per  cent  compound  interest 
for  two  years.  To  get  the  present  value  of  a  sum  due  at  the 
end  of  any  specified  number  of  years,  therefore,  we  can  either 
divide  it  by  the  amount  of  $1  for  a  term  of  years  at  three 
per  cent  or  multiply  it  by  the  discounted  value  of  $  1 .  A  com- 
pound interest  and  compound  discount  table  is  given  below : 

INTEREST  AND  DISCOUNT  TABLE 

Amount  of  $1  due  at  the  Present  worth  of  $1  due 

end  of  a  term  of  years  at  the  end  of  g  term  of 

Years  at  3  per  cent  years  at  3  per  cent 

1 $1.0300  $.970S74 

2 1.0609  .942596 

3 1.0927  .915142 

4 1.1255  .88S487 

5 1.1593  .S62609 

6 1.1941  .8374S4 

7 1.2299  .S13092 

9 1.2668  .789409 

8 1.3048  .766417 

10 1.3439  .744094 

Natural  premium  (five-year  term  policy). — ^We  can  now  as- 
certain how  the  mortality  cost  is  computed  for  a  five-year  term 
policy  at  age  25,  using  this  simple  type  of  policy  for  the  first 
illustration.    We  will  suppose  that  the  premiums  are  collected 
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at  the  beginning  of  each  year  and  that  just  enough  is  collected 
to  meet  the  death  claims  of  that  year,  a  system  known  as  the 
''natural  premium  plan."  We  can  foresee  from  the  table  that 
the  company  must  have  at  the  end  of  the  year  $718,000  in 
order  to  pay  $1,000  to  the  beneficiaries  of  each  of  those  who 
die  during  the  year.  But  since  the  premiums  are  collected  at 
the  beginning  of  the  year  the  company  need  acquire  at  that 
time  only  that  sum  which,  together  with  interest,  will  equal 
$718,000  by  the  end  of  the  year.  Dividing  by  $1.03,  the 
amount  of  $1  at  3  per  cent  compound  interest  for  one  year, 
we  reach  the  result  $697,087,374.  This  amount  must  be  col- 
lected at  the  beginning  of  the  year  from  89,032*  persons  in- 
sured, so  that  the  amount  from  each  person  is  approximately 
$7.83.  The  second  year  718  persons  will  die,  so  that  at  the 
end  of  that  year  $718,000  must  be  on  hand,  and'  $697,087,374 
at  the  beginning  of  the  year  must  be  collected.  But  as  some 
of  the  original  premium  payers  have  died,  at  the  beginning  of 
the  second  year  the  company  can  collect  from  only  88,314  per- 
sons, making  each  person's  contribution  $7.89.  For  the  third 
year  we  require  $718,000;  $697,087,374  must  be  collected  at 
the  beginning  of  the  year  from  87,596  persons,  or  $7.96  per 
person.  For  the  fourth  year  $718,000  is  required  for  death 
daims  which  will  be  furnished  by  $697,087,374  at  the  begin- 
ning of  the  year,  or  $8.02  per  person.  For  the  fifth  year 
$719,000  is  required,  or  $8.10  from  each  person  insured  at 
the  beginning  of  the  year.  The  following  shows  in  tabular 
form  the  amount  necessary  at  the  end  of  each  year  and  to  be 
collected  in  total  and  per  person  at  the  beginning  of  each 
year: 

FIVE  YEAR  TERM  POLICY— NATURAL  PREMIUM  PLAN 

Premium  at  begiu- 
Total  required  by        Total  necessary     ning  of  each  year 
end  of  year        at  beginning  of  year       per  person 

lit  y«ar $718,000.00  $697,087,374  7.83 

2U  year 718,000.00  697,087.374  7.89 

3rd  year 718,000.00  697,087.374  7.96 

4th  year 718,000.00  697,087.374  S.02 

5th  year 719,000.00  698,058.247  8.10 

The  following  table  shows  the  natural  premiums  at  various 
3gc$  on  a  3  per  cent  and  3  Yz  per  cent  basis : 


3  per  cent 

V/2  per  cent 

$  7.58 

%  7.54 

7.83 

7.79 

7.89 

7.86 

7.96 

7.92 

8.02 

7.98 

8.10 

8.06 

8.18 

8.14 

8.69 

8.64 

9.51 

9.46 

10.84 

10.79 

13.38 

13.31 

18.03 

17.94 

25.92 

25.79 

38.96 

38.77 

60.19 

59.90 

91.62 

91.18 

140.26 

139.58 

228.69 

227.59 
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NET  NATURAL  PREMIUM  TO  INSURE  $1,000  ONE  YEAR 
AMERICAN  EXPERIENCE  TABLE 

Age 

20 
25 
26 
27 
28 
29 
30 
35 
40 
45 
50 
55 
60 
65 
70 
75 
80 
85 

Net  single  premium  (five-year  term  policy). — ^We  have 
previously  seen  that  there  are  various  ways  of  paying  premiums. 
If  the  above  premiums  had  been  collected  from  each  person  in 
full  at  the  beginning  of  the  five-year  period  (in  the  form  of  a 
"net  single  premium")  it  is  plain  that  the  total  amount  collected 
and  the  amount  collected  per  person  would  be  considerably 
smaller  by  reason  of   (1)    the  extra  interest  earned  for  the 
longer  periods  that  many  of  the  premiums  would  be  on  hand, 
and   (2)   the  fact  that  the  entire  89,032  persons  would  pay 
the  single  premium,  whereas  when  the  premiums  are  paid  an- 
nually the  number  of  premium  payers  is  cortstantly  being  de- 
creased by  death.     To  calculate  the  cost  per  policy-holder  if 
the  premium  is  paid  in  a  lump  sum  at  the  beginning  of  the 
period,  let  us  refer  again  to  the  table  immediately  preceding. 
For  the  death  claims  due  at  the  end  of  the  first  year,  $697,087 
.374  must  be  collected  at  the  beginning  of  the  five-year  period, 
because  the  money  is  in  use  by  the  company  for  one  year.    The 
funds  for  the  second  year's  death  claims,  if  collected  at  the 
beginning  of  the  five-year  period,  will  be  in  the  hands  of  the 
company  for  two  years  and  two  years'  interest  may  be  reckoned 
on.    The  sum  which  will  produce  $718,000  (the  second  year's 
death  claims)  at  3  per  cent  compound  interest  for  two  years, 
is  $718,000  divided  by  $1.0609  ($1  at  compound  interest  for 
two  years)  or  $676,783,856.    To  have  the  third  year's  death 
claims  by  the  end  of  the  third  year,  the  company  need  collect 
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at  the  beginning  of  the  period  only  $718,000  divided  by 
$1.0927,  or  $657,071,704.  Similar  calculations  for  the  fourth 
and  fifth  year's  death  claims  are  shown  in  the  table  below: 

FIVE  YEAR  TERM  POLICY— SINGLE  PREMIUM  PLAN 

Total  Amount  necessary  at  Amount 

Death  Claims      the  beginning  of  the  period       per  person 

Ist  year .$  718,000  $   697,087.374  $7.83 

2d  year 718,000  676,783.856  7.60 

3d  year 718,000  657,071.704  7.38 

4di  year 718,000  637,933.701  7.17 

5th  year 719,000  620,215.748  6.97 

TOTAL .$3,591,000  $3,289,092,380  $36.94 

Since  we  collect  this  total  at  the  beginning  of  the  period 
from  every  person  insured,  a  division  of  the  total  by  89,032 
shows  that  $36.94  per  person  is  sufficient  to  cover  the  mortal- 
ity cost. 

The  two  plans  of  paying  premiums  we  have  been  discussing, 
the  natural-premium  plan  and  the  single-premium  payment, 
are  not  plans  in  current  use,  because  of  very  apparent  defects. 
The  natural  premium  is  a  constantly  increasing  amount,  where- 
as a  person's  earning  power  very  rarely  continues  to  increase 
indefinitely.  While  mathematically  quite  feasible  the  plan  is 
practically  unadaptable  to  most  persons'  needs.  The  single 
premium  is  not  desirable  because  the  insured's  means  do  not 
ordinarily  permit  of  his  paying  the  cost  of  insurance  in  a  lump 
sum.  A  level  or  decreasing  annual  premium  accords  with  the 
needs  of  the  majority  of  persons  but  the  level  or  decreasing 
annual  premium  is  easily  found  from  the  net  single  premium. 
We  will  therefore  continue  to  consider  the  net  single  premium 
for  different  types  of  policies  and  later  translate  these  single 
premiums  into  practicable  annual  level  premiums. 

Net  single  premium  (whole-life  poUcy). — ^The  uses  of  the 
term  policy  are  limited  and  we  will  now  consider  the  whole- 
life  policy,  which  is  much  more  commonly  purchased.  The 
same  method  of  calculation  may  be  used.  Whereas  under  the 
term  policy  the  company  insures  the  person  only  for  a  term  of 
five,  ten  or  fifteen  years,  the  whole-life  contract  insures  the  per- 
son as  long  as  he  lives.  Since  authenticated  instances  of  long- 
evity beyond  96  years  are  extremely  rare,  the  table  stops  at 
age  96.  The  whole-life  policy  may  therefore  be  regarded  as 
i  term  policy  for  the  length  of  life  or  up  to  age  96;  in  fact) 
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at  age  96  the  policy  should  be  paid  even  if  the  person  is  still 
alive.  The  calculation  of  the  single  premium  on  a  whole  life 
policy  taken  at  age  25  is  shown  in  the  accompanying  table,  only 
a  few  of  the  first  and  concluding  calculations  being  given : 

WHOLE  LIFE  POLICY— NET  SINGLE  PREMIUM  PLAN 


Tear 

Age 

No, 
Dying 

Death  Claims 

$1  at  compound 
interest  (3%) 

Amount  required 
at  beginning 
of  the  period 

1 
2 
3 

4 
5 

*  • 

25 
26 
27 
28 
29 

•  • 

718 
718 
718 
718 
719 

•  •  • 

$718,000 
718,000 
718,000 
718,000 
719,000 

$1.0300 
1.0609 
1.0927 
1.1255 
1.1593 

$697,087,374 
676,783.856 
657,071.704 
637,933.701 
620,215.748 

•  • 

etc 

68 

69 

70 

71 

•  • 

etc 
93 
94 
95 
96 

•  •  • 

etc 

58 

18 

3 

0 

etc 

58,000 

18,000 

3,000 

0 

etc 
7.4632 
7.6870 
7.9176 
8.1551 

Total 

etc 

7,771,465 

2,341,616 

378,903 

.  .$31,711,417.76 

Dividing  the  total  $3 1,7 11, 41 7.76  by  the  number  of  persons 
from  whom  it  is  to  be  collected  at  the  beginning  of  the  period, 
89,032,  gives  the  single  premium  per  person  as  $356.18. 

Net  single  premium  (endowment  policy). — We  may  now 
consider  the  endowment  policy,  which  promises,  for  example, 
$1,000  upon  death  within  a  stipulated  period,  say  twenty  years, 
or  $1,000  at  the  end  of  the  period  if  the  insured  is  still  alive. 
Two  probabilities  are  involved  here,  the  chance  of  death  and 
the  chance  of  survival.  Some  of  the  insured  will  collect  under 
one  contingency  and  some  under  the  other;  in  either  event  the 
insurance  will  be  paid.  We  can  compute  the  cost  to  the  insur- 
ance company  on  the  persons  who  live  and  the  cost  on  those 
who  die;  the  sum  of  these  is  the  total  cost  of  the  insurance. 
Divided  among  the  people  alive  at  the  beginning  of  the  period, 
the  net  single  premium  for  each  person  is  obtained.  The 
table  on  page  81  shows  the  calculation. 

By  analysis  and  the  application  of  the  same  principles,  the 
net  single  premium  for  any  type  of  policy  may  becomputed. 
A  ten-payment  life  policy  has  the  same  single  premium  as  an 
ordinary  whole-life  policy,  because  the  present  value  of  future 
death  claims  is  the  same,  although  an  annual  premium  paid  only 
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81 


DEATH  CLAIMS 

N: 

No, 

Death 

$1  at  Com-    . 

Amount  necessary  at 

J#r 

iAmn^ 

Dying 

Claims 

^ound  interest 

beginning  of  period 

2S 

89,032 

718 

$718,000 

$1.0300 

$     697,087.374 

U 

88,314 

718 

718,000 

1.0609 

676,783.856 

n 

87,596 

718 

718,000 

1.0927 

657,071.704 

n 

86,878 

718 

718,000 

1.1255 

637,933.701 

29 

86,160 

719 

719,000 

1.1S93 

620,215.748 

so 

85,441 

720 

720,000 

1.1941 

602,988.660 

SI 

84,721 

721 

721,000 

1.2299 

586,239.007 

32 

84,000 

723 

723,000 

1.2668 

570,742.909 

S3 

83,277 

726 

726,000 

1.3048 

556,418.582 

34 

82,551 

729 

729,000 

1.3439 

542,444.489 

35 

81,822 

732 

732J0OO 

1.3842 

528,812.398 

H 

81,090 

737 

737,000 

1.4258 

516,917.001 

37 

80,353 

742 

742,000 

1.4685 

505,265.894 

3t 

79,611 

749 

749,000 

1.5126 

495,177.239 

39 

78,862 

756 

756,000 

1.5580 

485,247.634 

40 

78,106 

765 

765,000 

1.6047 

476,722.716 

41 

77,341 

774 

774,000 

1.6528 

468,282.732 

42 

76,567 

785 

785,000 

1.7024 

461,104.776 

43 

75,782 

797 

797,000 

1.7535 

454,517.973 

44 

74,985 

812 

812,000 

1.8061 

449,584.717 

TOTALS 

$14,859,000 

$10,989,549,109 

MATURED  ENDOWMENTS 

No. 

Matured            %\  at  com- 

Amount  necessary  at 

A,i 

Living 

Endowments        pound  interest 

beginning  of  period 

25 

89,032 

45 

74,17S 

$74,173,000 

$1.8061 

$41,067,792,146 

SUMMARY 

Present 

No. 

Net  Single 

Value 

Alive 

Premium 

Deadi 

Cltimt    . . . 

. .  .$10,989,549,109 

89,032 

123.433 

Mature 

!d  Endowments   . . 

...  41,067.792.146 
$52,057,341,255 

89,032 

461.270 

89,032 

584.703 

ten  times  will  be  greater  than  an  annual  premium  paid  until 
death.  An  annuity  is  paid  to  those  who  live,  so  that  the  cost 
depends  on  those  who  live  through  each  year,  but  otherwise 
die  net  single  premium  is  calculated  in  the  same  manner.  The 
premium  on  a  child's  endowment  is  figured  as  on  other  endow- 
ments, although  if  a  promise  is  made  to  return  the  premiums 
paid  should  the  child  die,  something  must  be  added  to  cover 
the  additional  cost  of  this  feature.  Every  insurance  feature 
costs  something,  but  this  cost  may  always  be  calculated  in 
advance  by  the  principle  of  probability,  the  mortality  table 
and  the  interest. 
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Annual  premiums. — Wc  may  now  consider  how  the  single 
premium  is  translated  into  an  annual  or  limited-payment  pre- 
mium. The  calculation  is  simple.  Divide  the  net  single  pre- 
ium  by  the  present  value  of  an  annuity  due  of  $1  at  the  same 
age  for  the  premium-paying  period.  To  explain  the  rule  we 
must  consider  the  nature  of  an  annuity  due  of  $1  a  year.  An 
annuity  due  of  $1  is  $1  due  at  the  beginning  of  the  year  and  its 
present  value  is  $1  divided  by  the  amount  of  $1  at  compound 
interest 

The  net  single  premium  on  the  five-year  term  policy  issued 
at  age  25  we  calculated  to  be  $36.95.  The  appropriate  an- 
nuity due  is  an  annuity  due  of  $1  for  five  years  (the  premium 
paying  period)  beginning  at  age  25.  Its  present  value  would 
be  found  as  follows: 


9^ 

No,    . 
Living 

X$i 

Paid  Each 
Year 

$1  at  Compound      

~           Interest 

Present 
Value 

ZS 

89,032 

$1 

$89,032 

$1.00 

$  89,032.000 

26 

88,314 

88,314 

1.03 

85,741.747 

27 

87,596 

87,596 

1.0609 

82,567.630 

28 

86,878 

86,878 

1.0927 

79,505.676 

29 

86,160 

86,160 

1.1255 
TOTAL 

76,552.044 
$413,399,097 

Dividing  by  89,032,  the  number  of  persons,  we  get  $4,643 
as  its  present  value.  The  present  value  of  five  annual  pre- 
miums of  $1  must  be  equal  to  the  net  single  premium,  for  con- 
sidering interest  and  allowing  for  deaths,  net  single  and  net 
annual  premiums  are  mathematically  equivalent.  The  prop- 
osition may  now  be  stated  thus:  If  a  net  single  premium  of 
$4,643  is  equivalent  to  five  annual  premiums  of  $1,  a  net  single 
premium  of  $36.95  on  a  five-year  term  policy  is  equivalent  to 
five  annual  premiums  of  how  much?  Evidently  the  quotient 
obtained  by  dividing  $4,643  into  the  net  single  premium 
($36.95),  or  $7.96.  Thus  the  rule  is  obtained  that  the  net 
annual  level  premium  is  found  by  dividing  the  net  single  pre- 
mium by  the  present  value  of  an  annuity  due.  To  repeat  the 
thought  in  slightly  diflFerent  form,  the  net  annual  level  premium 
is  to  the  net  single  premium  as  a  $1  premium  is  to  the  present 
value  of  five  $1  premiums. 
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Net  annual  level  premium  (?)  $1  annual  level  premium  ($1) 


Net  Single  Premium  ($36.95)  Present  value  of  five  $1  premiums  ($4,643) 


or 


Nrt  Single  Premium  ($36.95)  X  $1  =^«  annual  level  premium  (?)  X  Prewnt 
^  >▼         /        T  value  of  five  $1  premiums  ($4,643) 

or 
N.  S,  P.       ($36.95)    X  $1 

=  Net  annual  level  premium  ($7.96) 


P.  V.  of  five  $1  premiums  ($4,643) 


In  similar  fashion  we  find  the  present  value  of  a  $1  annuity 
due  /or  the  whole  of  life  at  age  25  to  be  $22.1044,  and  divid- 
ing this  Into  the  net  single  premium  for  a  whole-life  policy  or 
$356.18  (See  page  80)  we  find  the  net  annual  level  premium 
to  be  $16.11.  Suppose  this  life  policy  was  paid  for  in  ten  an- 
nual payments,  beginning  at  age  25  and  ceasing  after  age  34. 
The  annual  level  premium  for  this  limited-payment  policy 
would  be  found  by  dividing  the  net  single  premium  by  the 
present  value  of  a  ten-year  annuity  due  at  age  25  ($8,484), 
making  the  net  level  premium  $41.98.  For  the  twenty-year 
endowment  at  age  25,  divide  the  net  single  premium  of 
$584.71  by  the  present  value  of  a  twenty-year  annuity  due  of 
$1  at  age  25  ($14,258),  making  the  net  annual  level  premium 
$41.01. 

Expenses  as  an  element  of  cost. — ^The  annual  premiums 
above  referred  to  are  net  and  include  no  allowance  for 
expenses.*  Using  the  net  annual  level  ordinary-life  premium 
as  an  illustration,  the  expense  allowance  may  be  made  by 
adding  a  fixed  amount  to  the  net  premium,  by  adding  to  the 
net  premium  a  percentage  of  itself,  or  By  adding  to  the  net 
premium  both  a  fixed  sum  and  a  percentage  of  the  premium. 
Let  us  see  the  effect  of  each  of  these  methods  and  whether  they 
are  equitable  as  between  (1)  policies  issued  at  different  ages 
and  (2)  expensive  and  inexpensive  policies. 

Applying  the  method  of  adding  a  fixed  sum  to  the  net  pre- 
mium, gross  premiums  are  found  in  the  following  way : 

Whole-Life  Policy,  Age  25  Whole-Life  Policy,  Age  40 

Net  Premium $16.11  $24.75 

Plus  Fixed  Sum 4.03  4.03 


Gross  Premium .  .$20.14  $28.78 

We  see  that  the  loading  on  the  policy  issued  at  age  25  is 
the  same  as  on  the  policy  issued  at  age  40,  but  the  loading  on 

'For  sample  page  of  ratebook,  showing  gross  rates,  see  Appendix  VL 
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the  former  is  20  per  cent,  of  the  gross  premium,  while  the 
loading  on  the  latter  is  14  per  cent,  of  the  gross  premium.  If 
expenses  do  not  vary  in  proportion  to  the  premium  the  method 
Is  equitable;  if  expenses  are  greater  on  a  high-premium  policy 
than  on  a  low-premium  policy,  the  low-premium  policy  is  dis- 
criminated against  by  this  system. 

Let  us  now  examine  the  elements  constituting  the  expenses 
of  a  life  insurance  company.     They  are  as  follows: 

1.  Cost  of  obtaining  new  business:.  .•Principally  consisting  of  the  commission 

paid  the  agent,  which  is  a  percentage  of 
the  premium  in  nearly  every  case. 

2.  Cost  of  collections : The  principal  items  being  the  commissions 

paid  the  agent  for  a  period  of  years  after 
the  first,  usually  a  percentage  of  the  prem- 
ium and  taxes,  which  are  often  a  per- 
centage of  premiums. 

3.  Settlement  expenses: Principally   investigation   of  claims    and 

le^al  expenses.  The  size  of  the  premium 
has  no  effect  on  these;  but  it  obviously 
costs  more  to  settle  ten  $1,000  claims 
than  one,  and  more  for  a  $10,000  policy 
than  for  a  $1,000  policy. 

4.  General  Expenses : Salaries  and  clerical  expense.    This  var- 

ies with  the  amount  of  business  done;  it 
may  be  questioned  whether  it  varies  be- 
tween policies  of  different  sizes,  but  cer- 
tainly is  little  affected  by  the  size  of  the 
premium. 

5.  Investment  Expenses: ;These  are  taken  care  of  out  of  income  on 

investments  and  so  are  not  a  factor  in 
expense  loading. 

Summarizing,  we  see  that  new  business  and  collection  ex- 
penses vary  with  the  premium,  but  that  general  and!  settle- 
ment expenses  vary  with  the  amount  of  the  policy,  irrespective 
of  the  size  of  the  premium.  The  flat  sum  system  of  loading 
would  be  equitable  as  far  as  the  latter  two  elements  are  con- 
cerned, but  would  penalize  unjustly  the  lower-priced  policies 
in  regard  to  the  former  two  elements.  The  percentage 
system  would  be  justified  by  the  former  two  elements  but  not 
by  the  latter.    The  percentage  plan  would  work  out  as  follows : 

ff  hole-Life  Policy    so-Year  Endovament 
Age  2S  Age  2$ 

Net  Premium  $16.11  $41.01 

Plus  25  per  cent  of  Net  Premium 4.03  10.25 

Gross  Premiums   $20.14  $51.26 
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It  is  evident  that  equity  will  be  served  only  by  a  combina- 
tion of  the  flat  sum  and  percentage  methods,  each  of  these 
logically  taking  care  of  two  of  the  four  expense  elements. 
This  system  would  be  applied  as  follows : 

Whole-Lift  20'Year 

Term  Policy  Endowment 

Age  25  Age  2$  Age  25 

Net  Premium    $7.96  $16.11  $41.01 

Plat  Flat  ^um 2.00  2.00  2.00 

Flos  12H%  of  Net  Premium 1.00  2.01  5.13 

^^^^m^^mm^  mim^^t^^^^^  ^m^^hh^hb* 

Gross  Premiums   $10.96  $20.12  $48.14 

It  is  seen  that  here  the  loading  increases  as  the  premium 
increases,  but  not  in  the  same  proportion.  A  change  from 
term  to  whole-life  increases  the  premium  102  per  cent  and 
increases  the  loading  only  33  per  cent.  The  endowment  net 
premium  is  154  per  cent  greater  than  the  whole-life  premium, 
but  the  loading  on  the  former  is  only  78  per  cent  greater  than 
on  the  latter.  The  diagrams  below  show  (1)  the  gross  pre- 
miums and  loading  under  the  flat  sum  method,  the  former  in- 
creasing and  the  latter  stationary ;  ( 2 )  the  gross  premium  and 
loading  under  the  combination  method,  both  increasing,  but 
the  former  faster  than  the  latter. 

In  addition  to  expenses  the  loading  provides  a  margin  for 
certain  contingencies,  such  as  where  the  interest  earned  proves 
less  than  the  estimated  three  per  cent.,  where  the  mortality  ex- 
ceeds that  stated  in  the  mortality  table,  where  losses  occur 
through  the  forfeiture  or  lapse  of  policies,  and  possibly  where 
funds  are  required  to  provide  or  increase  a  dividend. 

Another  problem  connected  with  loading  is  the  difiiculty  of 
providing  the  funds  required  for  expenses  at  the  time  they  are 
to  be  spent.  But  the  only  practicable  method  of  so  providing 
involves  temporary  borrowing  from  the  reserve,  the  discus- 
sion of  which  must  be  postponed  until  we  have  seen  the  object 
and  nature  of  the  latter.  (See  next  chapter).  Regulation 
by  the  State  is  concerned  chiefly  with  this  very  phase  of  the 
subject.  The  law  in  reality  prescribes,  not  the  amount  of 
loading,  for  this  is  regulated  only  by  competition,  but  the 
amount  of  money  collected  for  other  purposes  which  may  be 
borrowed  to  use  for  expenses  during  the  early  period  when  the 
expenses  in  connection  with  a  particular  policy  are  greater  than 
the  amounts  derived  from  the  loading. 
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In  some  States  laws  have  been  passed  to  regulate  the  ex- 
travagant race  for  new  business  in  which  some  companies  would 
otherwise  be  impelled  to  engage,  entailing  excessive  commis- 
sions and  expensive  advertising.  In  New  York,  for  example, 
this  regulation  was  attempted  by  a  law  providing  that  increased 
amounts  of  insurance  must  be  acquired  at  a  decreasing  rate  of 
expense  and  new  business  became  more  and  more  difficult  to 
secure. 


Chapter  VII 

RESERVES,  SURRENDER  VALUES  AND  LOANS 

Reserves,  surrender  values  and  policy  loans. — ^These  may 
well  be  considered  in  the  same  chapter  because  of  their  com- 
mon origin  and  interrelations.  The  reserve  is  a  fund  that 
grows  out  of  the  premiums  paid.  The  amount  of  this  fund 
at  any  time  depends  on  (1)  the  kind  of  policy,  (2)  the  face 
of  the  policy,  (3)  the  age  of  the  insured  at  issuance,  (4)  the 
length  of  time  the  policy  has  been  in  force,  and  (5)  the  rate 
of  interest  assumed  by  the  company.  The  amount  of  the  sur- 
render value  differs  from  the  reserve  only  to  the  extent  of  a 
small  surrender  charge,  made  to  meet  the  expenses  incidental  to 
the  surrendering  of  the  policy.  The  policy  loan  value  is  usually 
the  same  as  the  cash  surrender  value  except  that  in  place  of  a 
surrender  charge  the  loan  bears  a  stipulated  rate  of  interest. 

Effect  of  different  kinds  of  premiums  on  the  reserve. — 
In  order  that  the  reserve  may  be  clearly  understood,  a  review 
of  the  different  kinds  of  premiums  is  necessary.  Life  insurance 
may  be  purchased  by  natural,  single,  level  or  decreasing  pre- 
miums. The  natural  premium  Is  based  on  the  mortality  cost 
for  one  year  at  the  age  concerned  and,  with  interest,  is  just 
sufficient  to  meet  all  death  claims  at  the  end  of  the  year  if  the 
actual  experience  is  the  same  as  the  expected  experience.  With 
increasing  age  the  probability  of  dying  becomes  greater  and 
the  natural  premiums  must  be  increased  to  meet  the  larger 
number  of  death  claims  that  will  have  to  be  paid,  as  shown  on 
page  78.  The  increase  is  not  uniform  each  year  but  is 
constantly  accelerated  until  in  the  older  ages  it  results  in  a 
premium  that  is  prohibitive  and  impractical.  This  way  of 
charging  premiums  is  most  frequently  used  in  connection  with 
the  one-year  renewable-term  plan,  which  has  an  increasing 
step-rate  premium.  Since  the  sum  on  hand  at  the  end  of  each 
year  Is  sufficient  to  meet  only  the  maturing  policies  there  Is  no 
fund  placed  in  reserve. 

The  single  premium  is  exactly  what  its  name  implies,  one 
premium  of  an  amount  which,  when  compounded  at  the  as- 
somed  rate  of  interest,  will  be  sufficient  to  meet  all  the  losses 
and  expenses  that  will  ever  be  charged  against  the  policy.    One 
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lump  sum  thus  paid  has  to  be  so  large  that  it  is  even  more 
impractical  than  the  former  method  and,  therefore,  is  rarely 
used.     (See  page  54) 

When  the  same  amount  is  deposited  with  the  company  each 
year  during  the  premium-paying  period  of  the  policy  we  have 
what  is  called  a  level  premium.  This  method  is  superior  to 
cither  of  the  former  because  the  premium  is  moderate  and  is 
never  increased.  The  policy-holder,  it  will  be  noted,  pays  to 
the  company  a  larger  sum  in  the  earlier  years  than  is  necessary 
to  pay  mortality  costs.  This  difference,  with  compound  inter- 
est, goes  into  a  fund  known  as  the  reserve  and  takes  care  of 
the  later  years  when  the  mortality  cost  has  risen  to  exceed  the 
amount  of  the  level  premium  but  at  an  age  when  a  natural  pre- 
mium, as  we  have  seen,  would  be  so  high  as  to  be  unattractive 
and  almost  impossible  to  collect.  It  is  this  level-premium  idea, 
variously  applied,  which  makes  possible  the  many  types  of  poli- 
cies that  are  written.  Under  the  decreasing-premium  plan, 
which  has  never  attained  great  popularity,  the  premium  paid 
decreases  with  advancing  age  and  the  anticipated  decline  of  the 
policy-holder's  earning  pow«r. 

It  can  be  seen  from  this  that  a  reserve  will  accumu- 
late only  under  the  single,  level  and  decreasing  premium 
plans,  because  under  the  natural-premium  plan,  while  some 
infinitesimal  reserve  may  exist  during  the  year,  at  the  end  of 
the  year  it  is  exhausted  by  the  death  claims.  In  the  case  of 
a  single  premium  the  sum  is  increased  each  year  by  the  interest, 
and  then  from  this  total  the  current  mortality  cost  is  deducted. 
The  remainder  is  the  reserve.  This  process  is  repeated  year 
after  year,  the  factor  of  interest  making  the  reserve  per  policy 
grow  larger  and  more  rapidly,  as  shown  in  Table  II, 

The  reserve  per  policy  under  the  level  premium  plan  is  not 
so  large  at  first,  in  actual  amount,  as  under  the  single-premium 
plan,  but  grows  with  greater  speed  than  the  single-premium  re- 
serve, because  it  is  increased  each  year,  not  only  by  the  inter- 
est but  also  by  the  amount  of  the  level  premium,  although  re- 
duced each  year  by  its  share  of  the  matured  policy  claims. 

The  reserve  on  a  group  of  policies  and  also  on  the  individual 
policy  on  the  ordinary-life  plan,  where  premiums  are  paid  for 
the  whole  of  life,  taken  at  age  21,  is  illustrated  in  Table  I, 
where  its  operation  may  be  traced. 

It  was  assumed  in  this  case  that  there  were  91,914  persons 
insured  on  the  ordinary-life  plan  at  age  21,  for  $1,000  each» 
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the  net  annual  level  premium  at  that  age  being  $13.7725,  ac- 
cording to  the  American  Experience  Table,  and  3j^  per  cent. 
Since  the  assumption  is  that  all  premiums  are  paid  at  the  begin- 
ning of  the  year,  we  have  total  premiums  collected:  91,914X 
$13.7725,  or  $1,265,885,565.  At  Syi  per  cent  interest  this 
amounts  to  $1,310,191,559  at  the  end  of  the  year.  However, 
722  persons  have  died,  and  for  calculation  purposes  it  is  as- 
sumed that  all  claims  are  paid  at  the  end  of  the  year.  There- 
fore, $722,000  is  deducted  from  the  above  total  and  we  have 
$588,191,559  remaining.  Since  we  began  with  91,914  per- 
sons and  722  died  during  the  year  there  are  only  91,192  sur- 
vivors. The  sum  now  on  hand  belongs  to  these  individuals, 
or  approximately  $6.45  per  policy-holder. 

The  second  year  of  the  business  91,192  persons  paid 
$13.7725  each,  or  $1,255,941.82.  There  was  a  reserve  of 
$588,191,559  from  the  previous  year,  therefore  the  total  on 
hand  to  start  the  new  year  is  $1,844,133.38,  and  3  J4  per  cent 
interest  is  earned  on  this  amount.  Since  721  die  this  year, 
only  $721,000  will  be  deducted  at  the  end  of  the  year,  the 
remainder  belonging  to  the  surviving  policy-holders.  This  op- 
eration is  repeated  year  after  year  in  the  same  manner  until 
age  96  is  reached,  always  keeping  in  mind  the  changing  yearly 
mortality  rate.  While  Table  I  shows  the  process  by  which  the 
individual  reserve  grows.  Table  II  shows  the  reserve  increas- 
ing on  individual  policies  of  different  types,  the  principle  of 
obtaining  them  being  the  same  as  in  Table  I. 

TABLE  II— INDIVIDUAL  TERMINAL  RESERVES  ON  DIFFERENT  KINDS 

OF  POLICIES 

Amount  of  Insurance  $1,000.    Age  21.    American  Experience. Table  of 

Mortality  and  3^  per  cent. 

ffhoU-Life 
Tear  of        fThole-Life  Net         Annual  20-Payment  20'Year 

Insurance      Single  Premium      Premiums  Life  Endowment 

1 $293.9?  $6.45  •  $14.05  .                 $32.71 

2 298.73  13.13  28.65                      66.78 

3 303.65  20.04  43.84                    102.28 

4 308.73  27.21  59.64                    139.27 

5 314.01  34.63  76.07                    177.82 

10 343.28  75.82  168.60                    396.43 

15 377.95  124.61  281.29                    666.00 

20 418.69  181.94  418.69^              ^1,000.00 

25 466.00  248.52  466.00 

30 519.67  324.05  519.67 

40 639.24  492.31  639.24 

60 859.40  802.15  859.40 

75 1,0^^00  1,000.00  1,000.00 
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E^ffect  of  interest  rate  on  the  reserve. — ^Another  factor 
affecting  the  size  of  the  reserve  is  the  rate  of  interest  assumed 
by  the  company.  The  higher  the  rate  of  interest,  the  less  it 
will  be  necessary  to  collect  in  the  form  of  premiums  because 
the  interest  will  make  up  the  difference.  Since  the  premiums 
and  the  reserve  vary  inversely  with  the  interest  rate,  the  higher 
the  interest  assumption,  the  lower  the  reserve  and  the  premium, 
and  vicc-versa.  Thus  where  the  interest  rate  is  3  per  cent, 
the  reserve  at  the  end  of  the  fifth  year  on  an  ordinary  life 
policy  issued  at  age  21  is  $39.20.  If  3jS/^  per  cent  is  the  rate, 
the  reserve  would  be  $34.63,  and  if  4  per  cent  the  reserve 
would  be  $30.60.  A  comparison  of  the  reserves  on  these  dif- 
ferent assumptions  is  shown  in  Table  III.  It  might  be  men- 
tioned that  the  net  level  premiums  on  an  ordinary-life  policy 
issued  at  this  age  would  be  $14.72  when  a  3  per  cent  table  is 
used,  $13.77  at  3j/^  per  cent,  and  $13.24  at  4  per  cent. 

TABLE  III— COMPARISON  OF  TERMINAL  RESERVES  ON  ORDINARY- 
LIFE  POLICIES  OF  $1,000  EACH  AT  AGE  21 

American  Experience  Table  of  Mortality  and  Different  Interest  Rates 

End  of  Policy  Year  j  Per  Cent  s}^  Per  Cent  4  Per  Cent 

1 $7.36  $6.45  $5.65 

2 14.95  13.13  11.53 

3 22.79  20.04  17.64 

4 30.86  27.21  23.99 

5 39.20  34.63  30.60 

10 84.91  75.82  67.70 

15 138.00  124.61  112.51 

20 199.17  181.94  166.17 

30 346.53  324.05  302.92 

40 515.49  492.31  470.02 

60 815.47  802.15  788.80 

75 1,000.00  1,000.00  1,000.00 

This  difference  in  interest  assumptions  is  frequently  lost  sight 
of  in  making  comparisons  between  the  reserves,  surrender 
values  and  loan  values  of  different  companies.  Since  these  de- 
pend on  the  assumed  rate  of  interest,  fair  comparisons  are 
obviously  made  only  where  similar  assumptions  prevail.  It  is 
also  evident  that  in  a  mutual  company  the  reserve  basis  makes 
little  difference  to  policy-holders  collectively  because,  while  a. 
higher  assumed  interest  rate  enables  lower  premiums,  other 
factors  being  equal,  it  implies  the  probability  of  smaller 
dividends. 
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Size  and  importance  of  the  reserve. — This  important  fund, 
the  reserve,  is  the  backbone  of  the  level-premium  plan,  although 
it  has  been  the  subject  of  attack  by  individuals  and  organiza- 
tions who  do  not  believe  in  a  scientific  method  of  conducting 
an  insurance  company  and  who  see  no  reason  for  piling  up  a 
huge  sum  to  take  care  of  the  future.  State  regulation  has  been 
necessary  to  safeguard  it  as  a  trust  fund  and  to  prevent  its 
misuse,  as  it  will  be  needed  in  the  future  to  pay  claims.  If  it 
were  not  for  this  supervision  by  the  States  many  irregularities 
would  follow,  with  consequent  loss  to  beneficiaries.  It  can  be 
seen  that  when  a  State  charters  or  licenses  a  company  to  operate 
within  its  borders  it  must  also  supervise  it,  and  in  order  to  ac- 
complish this  the  States  require  the  insurance  companies  to  file 
periodical  reports  with  a  designated  public  official,  so  that  he 
can  determine  whether  the  company  is  being  safely  operated  or 
not,  A  company  to  be  solvent  must  at  all  times  have  enough  in 
the  reserve  so  that,  supplemented  by  future  premiums,  it  will 
be  able  to  meet  all  future  claims.  A  reserve  sufficient  to  do 
this  is  also  necessary  in  case  a  company  wishes  to  go  out  of 
business  and  have  its  policies  reinsured  by  another  company. 

The  possession  of  this  reserve  makes  life  insurance  com- 
panies important  factors  in  the  financial  world.  If  the  sums 
held  as  reserve  by  all  life  insurance  companies  were  totaled 
they  would  reach  nearly  five  billion  dollars  and  any  business 
that  has  at  its  disposal  an  amount  of  money  as  large  as  this 
necessarily  exerts  considerable  financial  influence.  This  re- 
serve must  be  invested  safely  for  the  policy-holders  in  order 
that  the  assumed  rate  of  interest  may  be  earned  and  recogniz- 
ing the  character  of  the  reserve  the  laws  of  the  States  have  re- 
stricted the  types  of  investments  which  may  be  made  with  this 
fund.  Consequently,  the  bulk  of  it  is  invested  in  bonds  and 
mortgages. 

A  better  idea  of  the  importance  of  the  reserve  In  a  life  in- 
surance company  may  be  gained  by  comparing  the  amount  of 
the  reserve  with  the  admitted  assets.  A  recent  balance  sheet 
of  one  of  the  oldest  and  most  reliable  mutual  companies  is 
given  below.  Note  that  over  four-fifths  of  its  total  admitted 
assets  belongs  to  the  policy-holders  and  is  kept  by  the  company 
in  the  form  of  reserve.  This  balance  sheet  will  also  serve  to 
show  the  conservative  nature  of  the  securities  in  which  the  re- 
serve is  invested.  The  item  "Legal  Reserve'*  is  down  as  a 
liability,  the  company  recognizing  that  it  is  not  their  property 
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but  that  of  the  insured.  Observe  also  other  items  such  as  "Con- 
tingency Reserve"  and  "Dividends  Payable"  which  arc  held  for 
the  policy  holders. 

BALANCE  SHEET 

Assets: 

Real  estate  (including  home  office) $4,111,455.84 

Loans  on  real  estate  mortgages 199,503|024.62 

Loans  on  policies  as  collateral 57,501,322.88 

Premium  notes  and  automatic  premium  loans 1,602,310.60 

Premiums  deferred  under  Soldiers'  and  Sailors'  Civil 

Relief  Act 8,509.25 

U.  S.  A.  Bonds,  amortized  value 33,085,979.02 

U.  S.  A.  Certificates  of  Indebtedness 11,850,000.00 

Other  bonds,  amortized  value 118,494,169.20 

Stocks,  market  value 291,811.00 

Cash  on  hand  and  in  banks 2,005,322.11 

Interest  and  rents  due  and  accrued 6,753,525.71 

Due   and   deferred   premiums 5,778,040.30 

Assets  not  admitted — deducted l^3fi94^7^ 

Total  admitted  assets $440,861,775.75 


lAahilxiies: 

Reserve  required  by  law  to  be  held  on  the  company's 

policies $387,890,303.00 

Reserve  for  annuities  and  special  contracts 2,417,236.00 

Present  value  of  not  due  installments 8,879,745.00 

^Losses  and  endowments,  unadjusted,  etc 1,529,498.06 

Estimated  amount  of  taxes  payable  in  1920 1,468,432.47 

Unpaid  accounts,  medical  fees,  commissions,  etc 284,761.39 

Dividends  due  and  in  course  of  payment 1,033,985.97 

Deferred  dividends  payable  in  1920 182,510.48 

Funds  for  deferred  dividends  payable  after  1920 828,322.00 

Annual  dividends  payable  in  1920 16,100,000.00 

Reserve  for  taxes  in  dispute 500,000.00 

Reserved  for  contingencies 19,746,981.38 

Total  liabilities   $440,861,775.75 

^Figures  include  $989,404.91  for  death  losses  incurred  of  which  no  proofs 
have  been  received. 


A  statement  of  the  income  and  disbursements  of  the  same 
company  for  the  same  year,  is  given  below.  Only  15  per  cent 
of  the  total  income  for  the  year  was  spent  for  operation.  This 
contrasts  sharply  with  industrial  corporations,  where  the  cost 
of  operation  is  usually  at  least  85  per  cent  of  the  income.  This, 
of  course,  is  due  to  the  very  nature  of  the  life  insurance  busi- 
ness. 
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STATEMENT  OF  INCOME  AND  DISBURSEMENTS 

Income: 

Premiums   $64,693,729.07 

Interest   20,156,307.29 

Rents  363,488.52 

Consideration  for  installment  and  option  settlements 2,017,920.35 

All  other  income 331,272.48 

Total  income $87,562,717.71 

Disbursements: 

Death  claims $19,171,216.98 

Matured  endowments 8,157,265.48 

Annuities    254,811.34 

Surrendered  policies   6,529,618.52 

Dividends  to  policy-holders 14,726,708.36 

Disability  claims 797.56 

Total  paid  policy-holders $48,840,418.24 

Taxes 1,766,887.09 

Commissions  to  agents 7,936,549.38 

Medical  examinations,  etc 413,763.43 

Salaries  of  officers,  trustees,  and  home  office  employees  1,135,683.43 

Rent  for  occupancy  of  home  office 270,000.00 

All  other  disbursements 2,000,762.55 

Total  disbursements   $62,364,064.12 

From  the  standpoint  of  the  individual  policy-holder  the  re- 
serve is  his  savings  fund  on  which  he  is  receiving  interest.  If 
he  needs  cash  it  is  the  basis  of  the  sum  he  may  borrow  or  re- 
ceive as  a  cash  surrender  value  from  the  company;  if  he  lapses, 
it  may  be  used  to  purchase  paid-up  insurance,  or  extended  insur- 
ance; if  he  wishes  to  convert  the  policy,  it  determines  the  addi- 
tional amount  he  will  have  to  pay,  in  the  form  of  a  premium, 
or  how  much  will  be  returned  to  him,  depending  upon  whether 
the  conversion  is  to  a  policy  with  a  higher  or  lower  premium. 
Just  how  rapidly  this  fund  increases  was  illustrated  in  Table  II, 
which  shows  the  terminal  reserve  on  individual  policies. 

Calculation  of  the  reserve. — ^There  are  several  ways  of  cal- 
culating the  reserve  of  an  insurance  company,  the  most  com- 
mon being  known  as  the  prospective  method.  It  is  this  system 
that  is  used  by  the  States  in  order  to  ascertain  solvency.  It  is 
necessary  to  assume  a  mortality  table  and  also  an  expected 
rate  of  interest,  the  American  Experience  Table  of  Mortality 
is  the  one  generally  employed  and'  three  and  one-half  per  cent 
Is  the  usual  interest  rate  assumption.  Taking  these  as  the  bases 
of  calculation,  the  present  value  of  all  future  death  claims  is 
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esrimated.  This  will  be  recognized  as  exactly  the  same  as  the 
total  of  the  net  single  premiums  on  all  the  policies  at  the  at- 
tained ages,  and  from  this  sum  is  deducted  the  present  value 
of  all  future  premium  payments.  The  result  is  known  as  the 
prospective  reserve.  And  possibly  here  is  the  best  point  at 
which  to  give  a  definition  of  the  legal  or  required  reserve.  It 
is  that  amount  which,  if  added  to  the  present  value  of  future 
premium  payments,  will  equal  the  present  value  of  future  death 
claims.  Anticipating  what  will  happen,  regardless  of  what 
has  happened,  it  is  called  the  prospective  reserve.  In  the  form 
of  an  equation,  it  may  be  expressed  as : 

Reserve  -{~  Future  Premiums  =  Future  Death  Claims 

or,  transposing  terms, 

Reserve  =  Future  Death  Claims  —  Future  Premiums,  which,  allowing 

for  interest  to  be  earned,  becomes 


Reserve  = 


(Present  Value  of  ]        (Present  Value  of  ) 


.  }- 

iimsj 


(Future  Death  Claims)         (Future  Premiums] 


For  illustration  purposes  suppose  that  it  is  desired  to  find 
the  net  terminal  reserve  at  end  of  age  93  on  a  whole  life  policy 
issued  at  age  21.  The  present  value  of  the  future  death  claims 
at  the  end'  of  age  93  is  found  to  be 

Ape  No,  Dying      Death  Claims        Present  Value  Per  Policy 

94 18  18,000  17,391.297  .    - 

95 3  3,000  2,800.50  J 

The  present  value  of  the  future  premiums  is  found  to  be 

Age  No,  Living         Premiums         Present  Value       Per  Policy 

95 3         41.31         39.91)        .-.^ 

94 21        289.17        289.17]         *^**^ 

The  difference  between  $961.52  and  $15.67,  or  $945.85,  is 
the  reserve.  A  less  tedious  operation  is  possible.  The  present 
value  of  future  premiums  will  be  recognized  as  equal  to  the  net 
single  premium  at  age  94,  since  this  is  the  amount  which  with 
interest  would  cover  such  claims.  The  present  value  of  future 
premiums  of  one  dollar  is  the  present  value  of  an  annuity  due, 
or  at  this  age,  $1.1380,  and  since  we  know  the  net  annual  level 
premium  on  this  policy  to  be  $13.77  we  multiply  the  present 
value  of  an  annuity  due  of  $1  or  $1.1380  by  $13.77,  giving  the 
present  value  of  future  premiums  as  $15.67.  This,  deducted 
from  the  present  value  of  future  death  claims  (which  are  al- 
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ways  equivalent  to  the  net  single  premium  at  the  attained  age) 
gives  the  reserve  as  $945.85. 
In  the  form  of  an  equation,  it  will  appear  as : 

Jttm^rv  ^1^**  Single  Premium  )        (Present  Value  of  y  Net  Annual  Level) 
Jttserve  — I      ^^  attained  age      )  ""  (  $1  annuity  due  ^  Premium         J 

The  net  single  premium  at  age  94  is  $961.52  and  the  pres- 
ent value  of  an  annuity  due  of  $1  at  that  age  is  $1,138.  Since 
$13.77  is  the  level  premium  on  the  policy  which  was  taken  at 
age  21,  the  reserve  at  94  is  $961.52— ($1.138x$13.77)  or 
$945.85. 

If  the  amount  held  as  reserve  by  the  company  is  equal  to,  or 
more  than,  the  sum  mentioned  as  ''that  sum"  in  the  definition, 
then  the  company  is  solvent.  Less  than  that,  however,  means 
diat  the  company  is  insolvent  and  that  it  is  time  for  the  State 
to  adjust  its  affairs,  because  at  the  present  rate  it  will  not  have 
sufficient  on  hand  to  meet  its   future  liabilities. 

Another  way  of  looking  at  the  reserve  is  as  surplus  premiums 
collected,  the  operation  of  the  method  being  shown  in  Table  I. 
It  is  known  as  the  ''retrospective  reserve,"  because  it  is  found 
by  looking  back  over  the  results  of  the  past.  To  calculate  this 
reserve  it  is  merely  necessary  to  find  the  past  premiums  col- 
lected plus  interest  thereon  and  substract  from  that  past  death 
claims.  The  resulting  amount  will  be  the  actual  amount  on 
hand. 

Expressed  in  the  form  of  an  equation  :- 

!Pa«t    Premiums)  __  (Past  Death  Claims)    - 
with   Interest  J        \     with   Interest     j    —  *^«««^« 

Obviously,  if  the  premiums  are  improperly  small  or  the 
daims  unusually  large  the  reserve  will  be  inadequate  and  below 
the  sum  reached  by  the  prospective  method.  The  latter  is  su- 
perior in  that,  regardless  of  what  has  happened,  it  stipulates 
the  sum  required  to  meet  future  conditions. 

The  application  of  the  prospective  reserve  principle  to 
the  actual  or  retrospective  reserve  tests  its  adequacy.  If 
the  actual  experience  and  the  expected  are  the  same,  then  the 
prospective  and  retrospective  reserve  will  coincide.  Let  us 
lest  the  reserve  as  shown  in  Table  I  at  the  end  of  the  third  year 
by  the  prospective  method.  The  retrospective  reserve  of  $20. 
04  should  be  "that  amount"  which  if  added  to  future  premiums 
will  equal  future  death  claims.     The  present  value  of  future 
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death  claims  at  age  24  is  $303.6499,  which  is  the  same  as  the 
net  single  premium  at  that  age.  There  are  89,75 1  in  the  group; 
therefore,  the  total  of  the  net  single  premiums  would  be  $27, 
252,882.1749.  The  present  value  of  the  future  premiums  can 
be  found  by  multiplying  the  annual  premium  ($13.7725), 
which  these  persons  are  paying,  by  the  discounted  value  of  the 
probability  of  collecting  it.  This  is,  of  course,  the  same  as 
the  present  value  of  a  life  annuity  due  of  $1,  which  we  find  at 
age  24  on  a  3 >1  per  cent  basis  to  be  $20.5922.  Multiplying 
$13.7725  by  $20.5922,  we  have  $283.60607,  which  is  the  pres- 
ent  value  of  future  premiums  on  one  policy.  Since  there  are 
89,751  such  policies,  the  present  value  of  the  future  premiums 
on  all  policies  is  $25,453,928,388.  Deducting  this  from  the 
present  value  of  future  death  claims,  we  have  $1,798,953.78, 
which  is  "that  amount"  which  the  insurance  company  should 
hold  as  legal  reserve  in  order  to  be  solvent.  The  sum  actually 
on  hand  is  slightly  less  thati  this  due  to  not  carrying  all  deci- 
mals sufficiently  far. 

Special  methods  of  valuing  the  reserve. — It  has  been  ex- 
plained that  the  reserve  is  a  trust  fund  required  by  law  to  be  on 
hand  at  all  times.  But  it  is  possible  to  evade  this  requirement 
by  a  mathematical  subterfuge  which  makes  a  portion  of  the  re- 
serve  available  for  expenses.  This  evasion  is  tacitly  recognized 
by  the  laws  of  many  States  because  of  its  necessity.  We  have 
previously  referred  briefly  to  the  difficulty  of  providing  funds 
for  expenses  at  the  time  required.  We  are  now  in  a  position  to 
see  the  various  methods  by  which  this  difficulty  may  be  met. 

In  one  company  the  gross  premium  on  a  whole  life  policy  at 
age  35  is  $27.00,  and  the  net  premium  $21.08,  leaving  $5.92 
available  for  expenses.  We  may  easily  assume  that  this  is  suf- 
ficient to  cover  annual  collection  costs  and  general  expense, 
leaving  a  margin  for  the  payment  of  settlement  expense  at  ma- 
turity. But  it  is  estimated  that  the  total  cost  of  new  business 
is  around  80  per  cent  of  the  premium  or  about  $16.86,  of 
which  a  large  part  is  the  commission  to  the  agent.  Where  is 
this  sum  to  come  from  ?  In  a  large  and  old  company  it  may  be 
borrowed  from  surplus  but  in  a  young,  small  company  this 
source  is  not  available.    The  other  possibilities  are : 

1.  To  charge  an  initiation  fee  or  specially  large  first-year 
premium.  But  this  is  a  violation  of  the  level-premium  idea  and 
necessitates  a  difficult  explanation  to  the  insured. 

2.  To  borrow  funds  which  would  otherwise  be  devoted  to 
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paying  surrender  values  and  dividends.  But  this  is  precluded 
by  the  necessity  of  maintaining  a  consistent  dividend  policy  and 
reasonable  surrender  values.  The  latter,  as  stated,  is  regulated 
in  some  States. 

3.  These  difficulties  are  further  complicated  by  the  necessity 
of  meeting  competition. 

There  remains  the  reserve,  if  some  method  of  legally  bor- 
rowing from  it  can  be  devised.  Three  methods  have  been  used 
which  will  be  described  in  the  order  of  their  effect  on  the  re- 
serve. 

1-  The  preliminary  term  plan.  Under  this  plan  the  first 
year  of  the  policy's  term  is  considered  as  term  insurance ;  the 
policy  then  goes  into  effect  in  its  own  name  at  an  age  one  year. 
higher  and  for  a  term  one  year  less.  Take,  for  example,  a 
twenty-payment  life  policy  at  age  35  with  a  net  premium  of 
$29.85.  Of  this,  on  a  3  per  cent  basis,  $22.00  should  be  in 
the  reserve  at  the  end  of  the  first  year.  But  consider  this  as  a 
one-year  term  policy  plus  a  nineteen-payment  life  policy  and 
the  reserve  at  the  end  of  the  first  year  is  zero.  The  full  net 
legal  reserve  the  second  year  is  $44.72,  while  the  reserve  at 
the  end  of  the  first  year  on  a  19-payment  life  policy  issued  at 
age  36  (i.  e.,  preliminary  term  plan)  is  $23.54.  As  the  years 
elapse  the  preliminary  term  reserve  catches  up  to  the  full  re- 
serve until,  as  shown  in  the  following  table,  by  the  end  of  the 
twentieth  year  the  reserves  are  the  same. 

TABLE  IV— PRELIMINARY  TERM  RESERVE  ON  A  20-PAYMENT 

LIFE  POLICY 

Amount  of  $1,000.    Age  35.    American  Experience  Table  and  3  Per  Cent 

End  of  Policy  Tear  Full  Net  Reserve  Preliminary  Term  Reserve 

1 $22.00                                    

2 44.72  $23.54 

3 68.20  47.87 

4 92.46  73.00 

5 117.52  98.96 

10 255.78  242.28 

15 418.33  410.90 

20 609.92  609.92 

If  death  does  not  occur  until  after  the  twentieth  year,  there 
is  obviously  no  difference  in  the  two  plans.  If,  however,  death 
occurs  prior  to  that  time,  the  reserve  of  the  individual  policy- 
holder does  not  contribute  to  the  extent  it  should  and  the  funds 
must  be  procured  elsewhere. 
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2.  The  modified  preliminary  term  plan.  Instead  of  allowing 
the  entire  reserve  on  a  policy  to  be  freed  for  use  as  expenses 
during  the  first  year,  only  the  reserve  on  an  ordinary  life  policy 
may  be  so  used.  Thus,  the  full  net  reserve  (3  per  cent  basis) 
on  a  twenty-year  endowment  policy  issued  at  age  35  would  be 
$34.59  at  the  end  of  the  first  year.  The  reserve  on  an  ordinary- 
life  policy  is  $22.00,  and  this  may  be  borrowed,  leaving  $12.59 
in  the  reserve.  The  reserve  under  this  plan  in  like  manner 
gradually  approaches  the  full  net  reserve  and  equals  it  at  the 
end  of  the  twentieth  year,  but  the  deficiency  is  never  as  great  as 
under  the  full  preliminary  term  plan.  An  important  variation 
of  this  method  of  valuation  is  to  use  the  20  payment  life  policy 
as  the  basis  of  calculation  in  place  of  the  ordinary  life. 

3.  Select  and  ultimate  method.  The  mortality  table  deaths 
are  in  excess  of  the  actual  deaths  for  the  first  few  years  of  the 
policy  by  reason  of  medical  selection  and  by  this  method  the 
company  is  permitted  to  discount  this  saving  in  advance.  The 
benefits  of  medical  selection  are  presumed  to  endure  for  five 
years,  the  mortality  the  first  year  being  50  per  cent  of  the 
tabular  or  expected  mortality,  the  second  year's  mortality  65 
per  cent,  the  third  year's  mortality  75  per  cent,  the  fourth  year's 
mortality  85  per  cent  and  the  fifth  year's  mortality  95  per  cent 
of  expected.  These  savings  the  company  may  anticipate  and 
borrow  from  the  reserve.  Thus,  on  the  twenty-year  endow- 
ment above  mentioned,  the  full  net  reserve  at  the  end  of  the  first 
year  is  $34.59,  but  $6.24  may  be  used,  leaving  $28.35  in  the 
reserve.  The  following  table  will  show  that  by  the  end  of  the 
fifth  year,  the  savings  having  been  exhausted,  the  reserve  on 
the  select  and  ultimate  plan  equals  the  full  net  reserve. 

TABLE  V— SELECT  AND  ULTIMATE  RESERVE  ON  A  20-YEAR 

ENDOWMENT  POLICY 

Amount  $1|000.    Age  35.    American  Experience  Table  and  3  Per  Cent 

Select  and  Ultimate 
End  of  Policy  Year  Full  Net  Reserve  Reserve 

1 $34.59  $28.35 

2 "  70.40  66.92 

3 107.50  105.93 

4 145.91  145.50 

5 185.71  185.71 

The  Stricter  laws  authorize  valuation  on  the  select  and  ulti- 
mate basis  and  this  is  sufficient  for  older  companies.     In  the 
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Middle  West,  where  many  young  companies  have  been  organ- 
ized in  the  past  few  years,  the  laws  permit  the  preliminary 
term  plans  and  there  has  been  some  agitation  in  the  Middle 
Adantic  States  recently  to  recognize  the  preliminary  term  plan. 
It  must  be  clearly  understood  that  the  above  statements  are 
neither  direct  nor  implied  reflections  upon  the  standing  of  any 
company,  for  practical  solvency  depends  upon  ability  to  pay 
claims  when  due  and  not  upon  the  possession  at  any  given  mo- 
ment of  funds  segregated  for  a  particular  purpose,  although 
some  may  consider  the  latter  as  a  partial  index  of  the  condi- 
tion of  a  company.  To  the  writer's  knowledge  there  has  never 
been  a  failure  of  any  company  that  is  traceable  to  the  use  of 
the  preliminary  term  plan. 

Cash  surrender  values  and  surrender  charges. — Many  poli- 
cies do  not  remain  in  force  for  the  period  for  which  they  were 
originally  intended.  Through  carelessness,  misunderstanding 
and  necessity  there  are  numerous  surrenders  and  lapses  every 
year.  It  has  been  found,  however,  that  in  case  of  withdrawal 
it  is  not  necessary  for  a  policy-holder  to  forfeit  everything  he 
has  paid  Into  the  company.  As  previously  stated,  the  reserve 
is  the  basis  of  the  surrender  value  and  the  company  stipulates 
in  the  policy  the  amount  of  the  reserve  in  the  form  of  annual 
values  that  will  be  returned  to  the  Insured  If  he  no  longer  desires 
to  keep  the  policy  in  force.  The  amount  he  is  thus  able  to  se- 
cure is  known  as  the  "Cash  Surrender  Value".^ 

No  reserve  or  surrender  value  is  usually  available  to  the  in- 
sured until  the  end  of  the  second  or  third  year  of  the  policy, 
largely  due  to  the  original  commission,  medical  examination, 
and  other  expenses  of  a  new  policy.  However,  the  surrender 
value  continues  to  grow  with  the  reserve,  until  at  the  end  of 
the  Sth,  10th,  15th  or  20th  year  the  full  legal  reserve  and  the 
surrender  value  coincide,  as  shown  in  Table  VI.  The  practice 
varies  considerably  among  the  different  companies  and  in  some 
instances  the  cash  value  corresponds  to  the  reserve  at  the  end  of 
the  third  year.  It  should  be  mentioned,  however,  that  where 
this  Is  the  case  those  who  withdraw  in  the  early  years  of  the 
policy  are  not  contributing  their  share  of  the  expenses  of  the 
business.  ' 

*For  table  of  surrender  values  see  the  policy  in  Appendix  III.    Also  Table 
VI,  p.  104. 
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TABLE  VI— ORDINARY-LIFE  POLICY  CASH  AND  LOAN  VALUES 

COMPARED  WITH  FULL  NET  RESERVE 

Age  25.    Annual  Premium  $20.55.    American  Experience  Table  and  3  Per  Cent 

Cask  and  Loan  Values 
Full  Net  Reserve  End  of  Year  of  an  Old  Line  Co mpany 

^0*OU  •••••• ...a  1  a.... 

17.47 2  $7.47 

26.61 3  16.61 

36.04 4  26.04 

45.76 5  35.76 

55.77 6  46.77 

66.09 7  58.09 

76.72 8  69.72 

87.67 9  81.67 

98.94 10  93.94 

110.55 11  106.55 

122.49 12  119.49 

134.77 13  132.77 

147.39 14  146.39 

160.36 15  160.36 

173.67 16  173.67 

187.34 17  187.34 

201.37 18  201.37 

215.77 19  215.77 

230.50 20  230.50 

A  nominal  surrender  charge  is  frequently  made,  seldom  ex- 
ceeding $10  per  $1,000  of  insurance  and  often  on  a  graduated 
scale,  decreasing  as  the  policy  becomes  older.  The  charge  is 
justified  on  three  grounds.  (1)  The  expenses  incidental 
to  the  surrendering  of  the  policy  should  not  be  borne  by 
the  remaining  policy-holders;  (2)  the  company  incurs  the 
expense  of  replacing  a  policy  in  the  group  for  the  one  that  has 
been  lost;  and  (3)  the  best  medical  risks  voluntarily  withdraw 
and  this  results  in  an  adverse  mortality  selection.  There  can 
be  little  doubt  as  to  the  accuracy  of  the  first  two  but  the  last 
has  not  been  definitely  established.  As  to  the  insured,  it  would 
seem  that  the  best  reason  for  such  a  charge  is  the  discourage- 
ment of  unnecessary  surrenders.  The  amount  of  the  charge  has 
been  a  subject  of  State  regulation,  referred  to  more  fully  at  the 
end  of  this  chapter. 

Development  and  use  of  the  "cash  value"  clause. — ^The 
insurance  companies  have  not  always  guaranteed  surrender 
values;  in  fact,  there  was  a  time  when  the  lapsing  of  a  policy 
meant  the  forfeiture  of  all  rights  thereunder.  This,  as  we  have 
seen,  was  unfair  to  the  retiring  member  and  some  of  the  com- 
panies consequently  granted  cash  surrender  values  voluntarily. 
This    was    followed    by    the    so-called    non- forfeiture    laws 
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which  make  such  values  obligatory,  except  for  term  insurance. 
None  of  these  laws  require  a  cash  value  prior  to  the  third  year 
but  there  are  no  restrictions  if  a  company  desires  to  grant  it 
earlier.  As  a  result  the  tendency  of  recent  years  has  been  the 
opposite  of  the  early  days  of  life  insurance  and  in  their  rivalry 
for  business  the  companies  have  sought  to  outdo  each  other  in 
the  liberality  of  their  surrender  values.  While  there  is  no  doubt 
that  a  cash  surrender  value  is  not  only  a  privilege  but  a  right  of 
the  insured,  the  use  of  it  should  be  confined  to  cases  of  absolute 
necessity.  Too  often  it  has  led  to  unnecessary  forfeitures  of 
policies  and  irreplaceable  loss  of  protection.  Nor  has  education 
as  to  the  purpose  of  the  policy  served  to  lessen  forfeitures.  In 
fact,  they  have  grown  at  an  alarming  rate.  Some  idea  of  the 
extent  of  this  practice  is  shown  by  a  comparison  of  the  ways  in 
which  policies  are  terminated.  In  a  representative  year,  of  all 
Ac  policies  written  off ,  about  one-third  in  number  and  one-fourth 
in  amount  are  surrendered.  An  effort  has  been  made  by  some  of 
the  companies  to  check  this  by  requiring  a  sixty  or  ninety-day 
notice.  But  as  long  as  liberality  in  this  respect  is  used  as  a  sell- 
ing point  it  is  doubtful  if  much  can  be  accomplished. 

Other  guaranteed  value  options. — Besides  the  privilege  of 
securing  the  cash  value  of  the  policy  by  surrendering  it  to  the 
company  there  are  other  options  left  to  the  insured  If  he  no 
longer  desires  to  pay  premiums.  The  two  most  commonly 
found  are  those  granting  extended  term  insurance  and  paid- 
up  insurance.  These  are  usually  stipulated  In  the  non-forfei- 
ture laws  in  case  of  lapse.  Extended  insurance  means  that  the 
full  amount  of  the  policy  will  remain  in  force  for  such  period 
of  time  as  the  surrender  value  will  purchase  term  insurance  if 
used  as  a  net  single  premium  at  the  attained  age.  This  privi- 
lege was  the  first  development  in  guaranteed  values,  the  first 
to  be  required  under  non-forfeiture  laws,  and  it  is  also  the 
provision  which  Is  usually  automatic  in  case  of  lapse.  Paid- 
up  insurance  means  that  the  surrender  value  may  be  used 
to  change  the  policy  to  one  that  is  fully  paid,  of  an  amount 
which  the  surrender  value  used  as  a  net  single  premium  will 
purchase  at  the  attained  age.  Besides  the  options  mentioned 
above  annuities  of  various  kinds  are  sometimes  procurable 
by  the  surrender  value  used  as  a  net  single  premium.  In 
general  the  insured  may  use  the  surrender  value  of  his  policy  as 
a  net  single  premium  to  buy  whatever  the  insurance  company 
has  for  sale. 
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Policy  loans  described. — Originally  policy  loans  were  the 
result  of  voluntary  concessions  by  the  company,  available  only 
to  temporarily  pay  premiums  and  seldom  for  more  than  two  or 
three  months.  Competition  has  promoted  promiscuous  borrow- 
ing, regardless  of  the  purpose,  and  any  amount  up  to  the  cash 
surrender  value  can  usually  now  be  secured.^  A  specified  rate 
of  interest,  not  exceeding  five  or  six  per  cent,  is  usually  charged 
either  until  the  loan  is  repaid  by  the  insured  or  the  policy  ma- 
tures, in  which  latter  case  the  loan  will  be  deducted  from  the 
proceeds  along  with  any  accrued  interest.  Interest  is  usually 
paid  in  advance  and  frequently  the  surrender  value  may  be  bor- 
rowed as  of  the  end  of  the  next  succeeding  year  if  the  premium 
and  one  year's  interest  on  the  loan  have  been  paid.' 

Extent  and  nature  of  policy  loans. — ^The  extent  to  which  this 
privilege  is  used  can  be  understood  when  it  is  said  that  nearly 
one-fifth  of  the  reserves  of  the  insurance  companies  are  in- 
vested in  policy  loans.  This  has  been  the  subject  of  much  criti- 
cism, since  it  is  maintained  that  insurance  companies  were  not 
originally  intended  to  perform  the  functions  of  banks.  During 
the  last  score  of  years  the  percentage  of  reserves  invested  in 
policy  loans  has  steadily  increased,  the  year  1919,  however, 
being  an  exception,  as  there  was  actually  a  decrease  during  that 
year.  At  the  end  of  1918  the  outstanding  policy  loans  for  all 
the  companies  licensed  to  do  business  in  the  State  of  New  York 
were  $713,087,000,  which  was  decreased  to  $697,446,000  in 
1919.  It  is  claimed  this  decrease  was  due  to  the  unusual  pros- 
perity during  that  year  and  it  is  expected  that  a  period  of  finan- 
cial stringency  will  again  increase  the  loans.  One  of  the 
greatest  reasons  for  these  large  policy  loans  is  the  exploitation 
of  this  privilege  as  a  competitive  selling  point.  Some  companies 
have  attempted  to  discourage  policy  loans  by  requiring  sixty 
or  ninety-day  notices  and  while  this  may  act  as  a  deterrent,  the 
only  real  solution  to  the  problem  is  to  educate  the  policy-holders 
in  this  respect.  Too  few  realize  that  when  they  borrow  on 
their  policy  they  are  leaving  a  legacy  of  debt  to  the  benefi- 
ciaries. 

Advantages  and  disadvantages  of  policy  loans. — ^As  a  gen- 
eral proposition  the  loan  provision  is  bad  for  both  insurer  and 
insured,  although  there  are  exceptions.    For  example,  in  times 

'  For  examples  of  loan  values  see  the  policy  in  Appendix  III  and  also  Table 
VI,  p.  104. 
'  For  provisions  see  policy  in  Appendix  III. 
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of  financial  stringency  loans  on  life  insurance  policies  have  pre- 
vented financial  embarrassment  and  possible  bankruptcy.  The 
availability  of  such  sums  is  also  advantageous  when  a  rare  op- 
portunity for  wise  investment  presents  itself.  Furthermore, 
many  persons  take  insurance  only  because  of  this  feature  and 
otherwise  might  not  procure  protection. 

The  objections  to  policy  loans  are  more  numerous  than  the 
advantages.  First,  it  reduces  the  amount  of  the  insurance  car- 
ried by  the  individual,  since  the  loan  plus  any  accrued  interest 
will  be  deducted  from  the  proceeds  of  the  policy.  Second,  the 
insurance  companies,  realizing  that  these  loans  are  in  most  cases 
demand  liabilities,  have  to  carry  large  amounts  of  cash  and 
other  liquid  assets,  resulting  in  a  lower  Interest  return  on  the 
investments.  Third,  the  time  when  loans  are  greatest  is  dur- 
ing a  panic  period.  This  naturally  is  the  poorest  time  to  liquid- 
ate investments  and  the  company  sustains  an  additional  loss. 
Fourth,  the  effect  on  lapses  appears  very  serious,  when  the  high 
percentage  of  the  reserve  loaned  to  the  policy-holders  is  realized 
and  when  it  is  further  noted  that  the  majority  of  borrowers 
cease  paying  before  the  maturity  of  their  policies.  It  might  be 
mentioned  in  this  connection  that  only  about  eight  per  cent  of 
the  loans  are  ever  repaid  before  the  maturity  of  the  policy. 
Fifth,  it  Is  sometimes  argued  that  this  lapsing,  which  is  trace- 
able to  loans,  also  results  in  an  adverse  mortality  selection,  on 
the  assumption  that  the  group  that  borrows  and  later  lapses  con- 
sists of  the  best  risks  physically.  As  In  the  case  of  the  cash 
surrender  value,  the  accuracy  of  this  argument  Is  difficult  to 
prove*  It  is,  however,  reasonable  to  assume  that  the  poorer 
risks  do  not  take  the  chances  of  surrendering  Insurance  that  the 
best  risks  are  willing  to  take. 

When  policy  loans  are  allowed  to  run  and  the  Interest  accrues 
for  a  considerable  length  of  time  It  Is  not  a  very  attractive 
financial  proposition  to  pay  up.  Therefore  It  has  become  quite 
customary  to  cancel  the  old  policy  and  secure  a  new  one.  This 
often  Involves  difficulties  because  of  Inability  to  pass  the 
required  medical  exammatlon.  It  Is  evident  that  policy  loans 
are  frequently  disastrous  and  consequently  should  be  discour- 
aged In  most  cases. 

State  supervision. — We  have  seen  in  this  chapter  that  one  of 
the  most  important  functions  of  a  life  Insurance  company  Is  to 
keep  Intact  the  large  reserve  fund  which  has  been  Intrusted  to 
it.   In  order  that  the  great  mass  of  people,  to  whom  this  reserve 
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belongs,  may  be  sufficiently  protected,  the  several  States  have 
passed  insurance  laws.  Supplemental  insurance  incorporation 
laws  make  requirements  much  more  ri^id  than  those  specified  in 
general  incorporation  laws.  When  a  life  insurance  company  is 
organized  a  common  requirement  is  the  deposit  of  from  one  to 
two  hundred  thousand  dollars  worth  of  approved  securities  with 
the  State,  which  is  to  act  as  a  guarantee  fund.  A  maximum  rate 
of  dividend  which  the  stock-holders  may  receive  is  frequently 
specified.  The  company  must  also  afi:ree  to  furnish  certain 
statements,  permit  examinations,  put  certain  provisions  in  their 
policies  and  comply  with  numerous  regulations.  The  necessity 
for  these  arises  from  the  fiduciary  relationship  of  the  company 
to  the  insured.  Not  only  is  the  company  itself  affected  but  the 
actions  of  insurance  agents  and  brokers  are  also  regulated  by 
law,  particularly  as  regards  representations  concerning  the 
relative  merits  of  different  companies,  the  "twisting"  of  poli- 
cies and  prospective  dividends. 

In  order  further  to  safeguard  the  interests  of  the  policy-hold- 
ers the  manner  in  which  the  reserve  may  be  invested  is  usually 
specified  by  statute.  The  different  classes  of  securities  in  which 
they  may  place  their  assets  are  grouped  below  in  tjic  order  of 
their  freedom  from  restriction : 

1.  Issues  of  the  Federal  Government. 

2.  Bonds  of  States,  counties,  and  municipalities,  if  their  rec- 
ord is  satisfactory. 

3.  Ordinary  corporation  bonds,  where  there  has  been  no  de- 
fault of  interest. 

4.  Real  estate  and  farm  loan  mortgages  on  property  worth 
twice  the  loan. 

5.  Real  estate  for  the  use  of  the  business  only. 

6.  Other  property  if  acquired  through  foreclosure  or  as 
security  for  a  loan. 

J.  Stocks  of  dividend-paying  corporations. 

Annual  detailed  statements  of  these  investments  are  furnished 
to  the  proper  state  officials. 

Not  only  is  the  safety  of  the  reserve  carefully  guarded 
but  the  manner  in  which  it  is  to  be  used  in  case  a  policy 
is  surrendered  is  specified.  In  most  States  the  minimum 
amount  of  cash  surrender  value  is  stipulated  although  all 
good  and  reliable  companies  actually  grant  more  than 
this  minimum.  The  New  York  law  is  typical,  requiring 
a     cash     surrender     value     after     the     policy     has    been 
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in  force  for  three  full  years,  the  minimum  to  be  the  re- 
serve on  such  policy  computed  according  to  the  standard  adopted 
by  the  company,  together  with  the  value  of  any  dividend  addi- 
tions to  the  policy,  after  deducting  any  indebtedness  to  the  com- 
pany and  one-fifth  of  the  entire  reserve,  or  the  sum  of  two  and 
fifty  one-hundredths  dollars  for  each  $100  of  the  face  of  the 
policy,  if  the  latter  is  more  than  said  one-fifth.  As  was  pre- 
viously mentioned,  this  sum  can  be  used  in  various  ways  and 
docs  not  have  to  be  taken  in  the  form  of  cash. 

While  the  non-forfeiture  laws  compel  the  companies  to 
grant  surrender  values,  they  do  not  require  them  to  make  loans 
and  to  keep  the  face  of  the  policy  in  force.  Therefore  the  loan 
feature  may  be  called  gratuitous  on  the  part  of  the  insurer. 
While  the  policy-loan  provision  is  largely  a  selling  point  and 
the  result  of  competition,  there  is  no  doubt  that  it  is  better  in 
many  cases  than  the  surrender.  For  it  is  possible  to  secure  ap- 
proximately the  same  amount  through  a  cash  loan  as  through 
surrender,  and,  further,  when  the  policy  is  surrendered,  the  in- 
surance is  cancelled  and  probably  lost  forever,  while  under  the 
loan  the  insurance  stays  in  force  subject  to  the  deduction  of  the 
amount  of  the  loan  in  case  of  death  or  maturity  prior  to  re- 
payment. 

There  arc  many  other  State  regulations  of  vital  interest  to 
the  insured,  especially  those  pertaining  to  dividends,  which  will 
be  referred  to  in  the  next  chapter. 


Chapter  VIII 

SURPLUS  AND   DIVIDENDS 

The  origin  of  the  surplus. — ^The  premiums  paid  on  policies 
take  care  of  the  death  claims  and  the  reserve.*  In  fact,  the  net 
premium  as  calculated  is  usually  more  than  sufficient  to  meet 
these  items,  much  of  the  excess  being  due  to  a  low  interest  rate 
assumption  and  the  extensive  use  of  the  American  Experience 
Table  of  Mortality,  which  overestimates  the  deaths  in  early 
years.  Morever,  the  allowance  which  is  added  to  the  net  pre- 
mium in  the  form  of  loading  for  expenses  is  frequently  exces- 
sive. As  prudent  managers  the  companies  have  underestimated 
their  income  and  overestimated  their  future  liabilities.  There- 
fore after  all  the  items  of  expense,  cost  of  mortality,  and  re- 
serve are  taken  care  of,  there  is  usually  a  sum  remaining  which 
is  known  as  the  "surplus." 

Participating  and  non-participating  policies. — In  a  mutual 
company  all  of  this  surplus  belongs  to  the  policy-holders  but 
in  a  stock  company,  if  the  dividend  is  not  limited,  a  considerable 
portion  may  go  to  the  stockholders.  Policies  are  therefore  des- 
ignated as  participating  and  non-participating,  having  reference 
to  whether  or  not  they  share  in  the  profits.  The  policy-holder  is 
in  the  position  of  a  consumer  who  may  deal  either  with  a  profit- 
making  or  a  co-operative  store.  As  the  mutual  idea  has  gained 
headway  many  stock  companies  have  mutualized  and  most 
of  those  that  have  not  also  write  participating  business.  The 
result  is  that  nearly  all  policies  now  being  written  are  really 
profit-sharing.  The  theory  of  the  participating  business  is  that 
more  than  sufficient  will  be  charged  to  meet  anticipated  cost  and 
expense,  and  that  after  the  actual  cost  has  been  definitely  ascer- 
tained any  surplus  will  be  returned  to  the  policy-holders  in  the 
form  of  a  dividend.  On  the  other  hand,  the  non-participating 
business  discounts  or  anticipates  the  future  dividends  and  con- 
sequently charges  a  lower  initial  premium.  However,  it  has 
been  demonstrated  that  the  premium  on  a  participating  policy  in 
a  good  mutual  will,  in  the  course  of  time,  be  reduced  by  divi- 

*  Except  those  on  the  natural  premium  plan. 
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dcnds  to  less  than  the  non-participating  premium  and  that  the 
net  cost  in  a  long  life  is  lower  than  on  the  non-participating 
policy.  The  latter  may  have  other  advantages  which  at  least 
partially  offset  this.  Lastly,  we  have  the  gain  from  forfei- 
tures. As  mentioned  before,  many  companies  do  not  grant  sur- 
render values  until  the  end  of  the  third  policy  year  and  if  a 
policy  is  lapsed  during  that  period  the  reserve  is  withheld  by 
the  companies.  Since  the  greatest  number  of  lapses  occur  in 
the  first  few  years  of  the  life  of  the  policy  it  will  be  seen  that 
in  the  majority  of  cases  the  company  retains  a  considerable  sum, 
a  portion  of  which  is  saving.  Against  this,  however,  the  heavy 
expenses  of  the  early  years  must  be  charged.  It  has  been  ar- 
gued that  those  who  lapse  are  a  select  group  and  therefore 
cause  an  adverse  mortality  selection  which  offsets  the  apparent 
gain,  but  this  is  not  borne  out  by  the  statistics  of  some  of 
the  reliable  companies.  The  second  argument  against  this 
item  as  a  gain  is  that  a  policy  has  been  lost  and  must  be 
replaced,  which  will  mean  expense.  This  of  course  is  a  valid 
argument. 

Apportionment  of  surplus. — ^A  surplus  having  been  earned, 
some  disposition  of  it  must  be  made.  In  participating  in- 
surance it  belongs  to  the  policy-holders;  in  non-participating 
the  stockholders  get  it.  How  to  divide  it  among  stockholders 
is  not  much  of  a  problem,  but  since  most  insurance  is  written 
on  the  participating  plan,  the  important  and  difficult  problem 
is  to  apportion  it  equitably  among  the  policy-holders. 

The  method  of  apportioning  the  surplus  most  commonly  in 
use  is  known  as  the  "contribution  plan."  It  is  assumed  in  this 
plan  that  a  policy  should  receive  as  it  has  contributed.  In 
order  to  attain  this  result  the  policy  is  credited  with  ( 1 )  the 
terminal  reserve  of  the  previous  year,  because  this  belongs  to 
it,  as  indicated  in  Chapter  VI;  (2)  the  premium  of  the  year 
just  ended,  since  the  policy  must  contribute  this  to  the  funds 
available  for  death  claims  and  reserve ;  ( 1)  interest  on  the  re- 
serve and  premiums,  since  the  company  has  had  the  use  of  the 
money.  It  is  charged  with  (1)  the  policy's  share  of  actual 
expenses;  (2)  actual  mortality  cost  for  the  year;  and  (3) 
terminal  reserve  as  of  the  end  of  the  current  year.  The  bal- 
ance to  the  credit  of  the  policy  is  surplus.  It  is  evident  that  to 
keep  a  separate  account  for  every  policy  would  be  a  gigantic 
task.  It  IS  possible,  however,  to  keep  an  account  for  each  class 
and  age  of  policy:  as,  for  instance,  endowments,  whole-life 
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term,  etc.;  policies  of  each  kind  issued  in  1904,  1905,  etc.; 
policies  of  each  kind  segregated  according  to  age  at  issue.  To 
go  further  than  this  would  be  to  increase  the  expense  beyond 
the  benefit  to  be  gained.  The  system  may  be  compared  to  the 
accounts  of  a  commission  agent  who  has  so  large  a  number  of 
consignors  that  it  is  possible  to  do  substantial  justice  by  classi- 
fying them  into  groups  according  to  the  character  of  product 
and  size  of  account,  and  who  pays  interest  upon  sums  left  with 
him  on  deposit. 

It  can  be  seen,  however,  that  a  number  of  problems  present 
themselves  in  working  out  the  items  of  this  account.  General 
expenses  can  be  charged  fairly  equitably  on  the  basis  of  $1,000 
of  insurance  but  when  it  comes  to  the  cost  of  getting  the  busi- 
ness it  is  very  difficult  to  decide  whether  the  new  or  the  old 
policies  should  bear  this.  To  complicate  the  problem  still 
more,  the  equity  of  different  types  of  policies  presents  itself. 
Distribution  of  interest  earnings  i&  not  so  difficult.  Since  the 
interest  is  earned  on  the  reserve,  the  best  solution  Is  to  allow 
the  interest  on  the  basis  of  the  reserve  as  of  the  end  of  the  pre- 
vious year  plus  the  premium  paid  at  the  beginning  of  the  year. 
Therefore,  the  age  of  the  policies,  the  kind  of  policies,  and  the 
number  of  policiesjn  the  group  all  serve  to  make  the  subject 
one  which  is  difficult  to  solve,  and^t  is  doubtful  if  any  plan,  even 
with  various  modifications,  gives  absolute  accuracy  and  fair- 
ness between  the  individual  policyholders. 

Distribution  of  surplus. — ^The  greater  part  of  the  surplus 
is  distributed  to  the  policy-holders  in  a  mutual  company  and 
also  to  participating  policies  in  stock  companies.  The  common 
practice  now  is  to  pay  it  in  the  form  of  an  annual  dividend. 

In  the  past  not  all  companies  saw  fit  to  pay  this  sum  as  a 
dividend  but  allowed  it  to  pile  up  until  a  huge  surplus  was 
accumulated.  This  usually  led  to  extravagance  on  the  part 
of  the  company  and  to  prevent  the  flagrant  waste  of  policy- 
holders' funds  some.  States  have  passed  laws  compelling  distri- 
butioq.  For  instance,  the  New  York  laws  limit  the  amount 
that  may  be  withheld  from  policy-holders  to  a  varying  percent- 
age of  the  reserve  liabilities  as  follows: 

If  the  net  value  of  the  policies  in  force  is  less  than  $100,000, 
20  per  cent  of  such  net  value  or  the  sum  of  $10,000, 
whichever  is  the  larger,  may  be  retained  as  a  contingency 
reserve.  If  the  net  value  of  the  policies  is  over  $100,000, 
then  there  shall  be  a  decrease  of  the  percentage  thereof,  in 
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measuring   the   contingency    reserve,    of    1/2    per    cent    for 
each  $100,000  of  net  value  up  to  $1,000,000. 

%%  for  each  $1,000,000  of  net  value  from  1  million  up  to  10  million 
^%  for  each  2,500,000  of  net  value  from  10  million  up  to  20  million 
H%  for  each  5,000,000  of  net  value  from  20  million  up  to  50  million 
5^%  for  each  25,000,000  of  net  value  from  50  million  up  to  100  million  or  over 

The  sum  left  undistributed  goes  under  many  headings, 
varying  with  the  practices  of  the  respective  companies.  The 
most  common  terms  employed  are  "contingency  reserve,"  "mor- 
tality fluctuation  fund,"  "asset  fluctuation  fund,"  "equaliza- 
tion fund",  and  other  similar  names  denoting  the  purpose  of 
the  account. 

Divisible  surplus  and  the  nature  of  a  life  insurance  divi- 
dend.— ^After  special  reserves,  as  set  forth  above,  are  deducted 
from  the  surplus,  the  remainder  is  available  for  distribution  as 
a  "dividend."  The  term  "dividend"  as  applied  to  life  insur- 
ance policies  is  really  a  misnomer.  We  have  seen  that  the 
source  of  dividends  really  lies  in  the  fact  that  it  has  not  cost 
as  much  to  conduct  the  business  as  was  anticipated.  In  other 
words,  as  in  a  co-operative  store,  the  dividend  is  not  a  profit 
but  a  saving,  which  saving  is  refunded  to  the  policy-holders  in 
the  proportion  which  they  were  overcharged.  It  differs  from 
dividends  on  shares  of  stock  as  it  represents  salvage  and  not 
profits,  and  for  this  reason  should  not  be  subject  to  taxation. 

Size  and  importance  of  dividends. — So  large  are  the  "divi- 
dends" in  some  cases  that  it  is  very  important,  when  purchas- 
ing insurance  and  making  comparison  of  costs  of  different 
OHnpanies,  to  take  into  consideration  the  dividends  that  have 
been  paid  and  the  prospects  that  they  will  be  continued.  For 
a  comparison  of  participating  and  non-participating  policies 
in  the  early  years  when  the  participating  rate  is  the  higher  of 
the  two,  the  non-participating  policy  should  receive  credit  for 
die  amount  of  interest  that  this  diffence  in  premiums  would 
feam.  Thus,  if  the  premium  the  first  year  on  a  non-participa- 
ting policy  is  $14.72,  and  on  a  participating  policy  $18.00, 
die  interest  on  the  difference  between  the  two  should  be  credited 
to  the  non-participating  policy.  It  is  frequently  maintained 
that  the  individual  would  not  be  likely  to  invest  the  difference 
and  receive  interest  on  it.  Nevertheless,  this  is  the  only  man- 
ner by  which  an  accurate  comparison  can  be  made.  Table  I 
shows   the   existing  dividend  scale  of  a  participating  policy 
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issued  at  age  21,  on  a  3^  per  cent  basis,  exhibiting  a  grad- 
ual increase  as  the  policy  becomes  older.  Compare  the  column 
headed  "net  cost"  in  Table  II,  which  gives  the  constant  non- 
participating  rate  at  age  21  on  an  ordinary-life  policy,  and 
shows  how  the  participating  rate  soon  reaches  the  non-partici- 
pating and  then  continues  on  its  downward  journey  until  there 
is  no  doubt  as  to  which  has  the  lowest  cost  in  later  life. 


TABLE  I 


Age  21.    Ordinary-Life  Policy,  Partic- 
ipating.   Premium  $17.21 


End  of 
Year 


Dividend        Nei  Cost 


1 $3.27 

2 3.34 

3 3.41 

4 3.49 

5 3.56 

6 3.65 

7 3.73 

8 3.83 

9 3.91 

10 4.01 

15 4.55 

20 5.22 

25 6.10 

30 7.28 

35 8.86 

40 10.81 

45 13.08 

50 15.66 


$13.94 

13.87 

13.80 

13.72 

13.65 

13.56 

13.48 

13.38 

13.30 

13.20 

12.66 

11.99 

11.11 

9.93 

8.35 

6.40 

4.13 

1.55 


TABLE  II 

Age  21.      Ordinary-Life  Policy,  Non- 
Participating.    Premium  $13.77 

End  of 

Year               Cost  Saving  Excess 

1 $13.77  $0.17 

2 13.77  .10 

3 13.77  .03 

4 13.77  $0.05 

5 13.77  .12 

6 13.77  .21 

7 13.77  .29 

8 13.77  .39 

9 13.77  .47 

10 13.77  .57 

15 13.77  1.11 

20 13.77  1.78 

25 13.77  2.66 

30 13.77  3.84 

35 13.77  5.42 

40 13.77  7.37 

45 13.77  9.64 

50 13.77  12.22 


Since  it  is  desirable  to  try  to  anticipate  the  possible  dividends, 
this  is  often  attempted  approximately  by  an  examination 
of  the  sources,  and  several  ratios  are  commonly  em- 
ployed for  this  purpose.  A  very  common  one  is  the  ratio  of 
actual  to  expected  mortality,  a  low  ratio  being  presumed  to 
indicate  the  exceptional  health  of  the  risks  on  the  company's 
books.  Unless  made  advisedly,  a  comparison  of  different 
companies  in  this  respect  is  fraught  with  considerable  danger. 
For  example,  it  is  manifestly  unfair  to  compare  a  young  com- 
pany with  an  old  one,  inasmuch  as  nearly  all  the  lives  in  a 
new  company  are  freshly  selected,  while  nearly  all  of  the  risks 
of  the  older  company  have  been  on  the  books  many  years. 
While  the  mortality  of  the  new  company  may  be  very  low  for 
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a  few  years,  it  is  quite  possible  that  it  will  be  fully  as  large 
as  that  of  the  older  company  after  this  temporary  advantage 
disappears.  Likewise  the  class  of  business  in  which  the  com- 
pany specializes  may  be  an  influential  factor.  It  has  been 
said,  for  example,  that  the  mortality  on  endowment  policies 
is  much  lower  than  on  whole-life  policies.  Another  mislead- 
ing ratio  is  that  of  actual  expenses  to  loading,  which  being 
low,  is  often  assumed  to  indicate  economical  management. 
It  should  be  plain  that  the  result  of  this  ratio  is  dependent, 
not  only  on  the  amount  actually  expended,  but  also  upon  the 
assumed  expenses  or  loading.  In  order  to  effect  a  low  ratio 
of  the  above  type  it  is  necessary  only  to  increase  the  loading 
charged  the  policy-holder.  Another  ratio  is  actual  interest 
earned  to  assumed  interest  or  ''interest  required."  In  a  com- 
parison of  companies  they  must  all  be  operating  upon  the  same 
interest  basis,  otherwise  the  numerators  of  the  ratios  are  dis- 
similar in  character  and  the  results  nil.  The  safety  of  the 
investments  likewise  receives  no  consideration,  though  very 
important.  As  no  one  would  think  of  judging  an  industrial 
corporation  by  a  comparison  of  "anticipated"  cost  of  a  unit 
of  product  and  actual  cost  of  the  same  or  by  a  comparison  of 
actual  earning  and  a  "fair"  return  on  investment  without 
further  definition  and  qualification,  so  these  comparisons  in 
life  insurance  usually  prove  fallacious. 

Time  of  distribution. — As  mentioned  above,  the  dividend 
is  usually  on  an  annual  basis.  Not  only  does  this  produce  the 
best  results  in  most  instances  but  in  some  States  it  is  required 
by  law  after  the  third  policy  year.  It  is  fairest  to  the  policy- 
holders and  prevents  the  company  from  having  an  idle  fund 
open  to  abuse  or  extravagance,  as  in  the  case  where  the  div- 
idend is  deferred.  No  company,  however,  pays  a  dividend 
undl  the  policy  has  been  in  force  at  least  one  year,  and  many 
require  that  two  or  three  annual  premiums  shall  have  been 
paid.  When  it  con^mences,  however,  the  dividend  continues 
and  grows  larger  the  longer  the  policy  runs,  unless  the  com- 
pany meets  with  some  unusual  adverse  experience. 

The  annual  dividend  scheme  has  not  always  been  in  effect 
but  grew  out  of  the  deferred  dividend  plan.  Under  this  sys- 
tem dividends  were  not  paid  except  at  the  end  of  certain  pe- 
riods such  as  5,  10,  15  or  20  years.  "Deferred  dividend 
policies"  were  sold  in  great  quantities  at  one  time,  but  because 
of  the  dissatisfaction  resulting  from  misunderstandings  and 
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overestimates  of  prospective  dividends,  many  States  prohib- 
ited them  and  they  have  now  been  practically  abandoned. 

Another  type  of  dividend  was  given  under  the  old  ton- 
tine policy,  now  legislated  out  of  existence.  Under  this  pol- 
icy all  of  the  persistent  policy-holders  at  the  end  of  a  specified 
period  received  the  available  funds.  Those  who  had  lapsed 
prior  to  this  time  forfeited  everything  the^  had  paid,  as  did 
those  who  had  died,  the  result  usually  being  a  large  "melon" 
for  those  who  remained.  The  deferred-dividend  policy  ap- 
plied this  same  forfeiture  principle  to  dividends  only,  the  ex- 
tent of  its  effect  in  this  case  depending  on  the  length  of  time 
the  dividends  were  withheld.  These  plans  introduced  into  life 
insurance  a  speculative  element  entirely  foreign  to  its  purpose. 
The  deferred  dividend  was  undesirable  because  ( 1 )  the  sur- 
vivors gained  by  the  death  of  others,  (2)  the  large  undis- 
tributed sum  held  by  the  company  frequently  resulted  in 
extravagance  and  (3)  agents  overestimated  future  dividends 
and  many  misunderstandings  followed. 

SpeciaJ  types  of  dividends. — ^Two  other  special  forms  of 
dividend  should  be  mentioned.  The  first  is  the  "guaranteed 
dividend,"  where  the  company  promises  at  the  time  of  writing 
the  policy  that  a  dividend  will  be  paid.  The  other  is  the  "pre- 
ferred dividend,"  which  is  nothing  more  than  the  preference 
of  policy-holders  over  stockholders,  in  the  case  of  stock  or 
mixed  companies.  A  guaranteed  dividend  is  really  not  a  div- 
idend, as  the  cost  of  it  may  readily  be  included  in  the  premium ; 
in  fact  in  most  States  the  insurance  laws  make  it  illegal  to 
promise  dividends  unless  the  cost  of  the  same  are  compre- 
hended in  the  premium. 

As  a  result,  neither  companies  nor  their  agents  issue  any 
statements  which  might  be  constructed  as  a  promise  of  divi- 
dends. They  do,  however,  issue  "illustrative  dividends"  such 
as  those  in  Table  I,  which  are  figures  showing  what  might  be 
expected  if  the  existing  dividends  are  maintained.  The  dan- 
ger of  overestimating  future  dividends  was  well  demonstrated 
by  the  experience  of  1918,  when  many  dividends  were  cut  or 
abandoned  owing  to  the  unusual  mortality. 

Sources  of  dividends. — A  more  detailed  explanation  of  the 
sources  of  surplus  is  necessary  in  order  to  understand  the 
dividends  paid  on  life  insurance  policies. 

Mortality  saving  is  usually  one  of  the  most  important 
sources.     Since  the  American  Experience  Table  is  used  by 
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practically  all  companies  to  calculate  the  net  premiums,  most 
companies  will  have  this  source.  This  being  an  ^'Ultimate 
Table/*  ignoring  medical  selection  and  constructed  prior  to 
the  recent  strides  of  medicine  and  surgery  which  have  greatly 
lengthened  life,  it  anticipates  a  much  higher  rate  of  death 
than  that  which  actually  occurs.  Many  of  the  companies  with 
rigid  medical  examination  show  an  actual  experience  of  from 
55  to  65  per  cent,  of  expected  mortality.  As  a  natural  con« 
sequence  the  reserves  are  held!  longer,  become  larger  on  the 
average  and  earn  more  interest  than  anticipated;  and  due  to 
the  longer  life  of  the  insured  more  premiums  are  collected. 

Another  source  is  loading,  which  includes  not  only  the  reg- 
ular expenses  but  usually  a  sum  for  contingencies,  such  as 
hig^  death  rates  due  to  epidemics,  loss  on  investments  on  ac- 
count of  the  unprofitableness  of  investments  or  the  failure  to 
secure  investments  earning  the  assumed  rate  of  interest.  How- 
ever, expenses  can  all  be  calculated  very  closely  and  conse- 
quently economies  do  not  contribute  a  very  great  amount  of  sur- 
plus to  the  business. 

Next  we  have  gains  from  investments,  which  are  of  two 
kinds:  those  derived  from  appreciation  in  the  value  of  securi- 
ties and  those  secured  through  larger  interest  earnings  than 
the  rate  assumed  in  the  calculation  of  premiums.  The  latter 
has  become  more  important  during  recent  years,  owing  to 
the  steady  increase  in  the  rate  of  interest  paid  on  securities. 
With  the  exception  of  the  years  1918  and  1919,  when  the 
insurance  companies  absorbed  a  lot  of  low  interest-bearing 
government  securities,  they  have  been  favorably  affected  by 
these  higher  interest  rates,  although  the  benefit  to  policy-hold- 
ers is  offset  by  the  lower  purchasing  power  of  money. 

Lastly,  and  least  in  importance,  are  the  gains  from  forfeit 
tares  which  sometimes  occur  in  companies  that  do  not  grant 
surrender  values  during  the  early  years  of  the  policy. 

Dividend  options. — ^The  form  in  which  a  dividend  may  be 
taken  is  usually  optional  with  the  policy-holder.  Either  at 
the  time  of  the  writing  of  the  policy  or  at  the  time  the  first 
<£vidend  is  payable  the  insured  makes  a  selection  which  re- 
mains effective  year  after  year  unless  a  change  be  requested. 
Where  no  selection  is  made  there  is  usually  an  automatic  pro- 
vision to  the  effect  that  the  dividend  shall  be  applied  as  a  net 
single  premium  to  purchase  paid-up  additions,  or  else  cash 
may  be  paid. 
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The  number  of  options  varies  with  the  companieSt  the 
more  common  being  ( 1 )  to  take  the  dividend  in  the  form  of 
cash  or  apply  it  to  the  current  yearns  premium^  (2)  to  pur- 
chase non-forfeitable  paid-up  additions  which  may  be  partici- 
pating or  non-participating  according  to  the  terms  of  the 
contract,  or  (3)  to  accumulate  at  a  fixed  rate  of  interest, 
withdrawable  at  the  policy-holder's  option,  or  in  some 
cases  on  policy  anniversary.  Other  choices  frequently  found 
are  ( 1 )  to  use  the  dividend  to  make  the  policy  one  that  is 
paid-up,  (2)  to  convert  the  existing  policy  into  an  endow- 
ment or   (3)   in  the  case  of  an  endowment  to  shorten  its  term. 


Chapter  IX 

INSURABLE  INTEREST,  THE  BENEFICIARY  AND 

ASSIGNMENT 

Description  of  insurable  interest. — ^When  an  application  i^ 
for  a  poliq^  is  received  by  an  insurance  company  it  is  not  v 
usually  granted  unless  there  is  evidence  of  the  ^'insurable  in- 
terest^* of  the  applicant.  *  Such  an  interest  may  arise  from 
many  causes  but  three  general  groups  will  include  practically 
all  cases:     (1)   the  interest  of  a  person  in  his  own  life;    (2)  | 
an  interest  arising  from  '^love  or  affection/*  i.e.,  through  blood 
or  marriage;    (3)   a  pecuniary  interest.     They  will  be  sepa- 
rately discussed  in  this  order. 

Interest  of  a  person  in  his  own  life. — One  of  the  impor- 
tant differences  between  life  insurance  and  other  forms  of  in- 
surance is  to  be  found  in  the  application  of  the  principle  of 
indenmity.  The  purpose  of  property  insurance  is  to  make 
good  the  loss  sustained.  Thus,  if  property  worth  $5,000  is 
destroyed  and  the  owner  has  a  fire  insurance  policy  for  $10,- 
000,  the  maximum  amount  that  will  be  paid  is  $5,000.  But 
in  life  insurance  the  courts  have  held  that  the  value  of  a  per- 
son's life  to  himself  is  incapable  of  determination;  therefore 
the  only  limits  to  recovery  are  the  maximum  amounts  which 
the  insurance  companies  will  accept.  This  view  leaves  us  in 
an  indefinite  position  and  it  would  seem  advisable  to  apply 
the  principle  of  the  "capitalization  of  a  human  life,"  i.e., 
capitalize  the  income  which  can  be  reasonably  anticipated 
if  life  continues  and  purchase  a  policy  which  will  assure  the 
payment  of  such  a  sum  .  Furthermore,  it  is  not  by  any  means 
certain  that  the  courts  will  always  continue  their  present  atti- 
tude. 

Interest  of  a  relative. — ^Thls  refers  to  the  interest  which 
arises  through  "love  or  affection"  induced  by  blood  relation- 
ship or  marriage;  although  the  mere  fact  that  relationship 
exists  is  not  conclusive  evidence  that  an  insurable  interest  also 
exists.  Such  interest  is  presumed  in  the  case  of  husband  and 
wife,  and  usually  parent  and  child,  but  beyond  this  the  court 
decisions  indicate  that  some  expectation  of  pecuniary  gain  is 
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necessary  in  order  to  make  the  interest  insurable.  It  should 
be  kept  in  mind,  however,  that  the  insured  who  takes  out  his 
own  policy  may  make  anybody  as  his  beneficiary.  The  pre- 
ceding discussion  applies  only  to  those  cases  where  one  person 
obtains  insurance  on  the  life  of  another. 

A  pecuniary  interest. — By  this  we  mean  the  Interest  which 
one  person  (for  example,  a  creditor)  has  in  the  life  of  another 
(his  debtor)  when  the  continued  existence  of  the  debtor  prom- 
ises a  pecuniary  gain  to  the  creditor  and  when  the  debtor's 
premature  death  may  destroy  these  chances.  The  extent  of 
the  interest  of  a  creditor  is  limited  by  the  courts  and  has  been 
held  frequently  to  be  the  amount  of  the  debt  with  interest, 
plus  the  policy  premium  with  interest  thereon.  The  interest 
of  a  dependent  or  other  relative  who  has  an  expectation  of 
pecuniary  gain  is  included  here.  The  somewhat  humorous 
case  has  also  been  cited  of  the  interest  a  fiancee  has  in  her 
finance,  i.e.,  an  anticipated  pecuniary  benefit  which  will  arise 
from  the  continued  life  of  the  person  insured. 

To  this  group  also  belong  the  interests  involved  in  the  so- 
called  "corporation  insurance"  and  "partnership  insurance." 
By  the  first  is  meant  the  interest  that  a  corporation  has  in  its 
employees,  particularly  in  the  highly-skilled  executives  whose 
death  may  mean  serious  loss  or  even  ruin.  In  the  case  of 
partnerships,  each  partner  has  an  interest  in  every  other  part- 
ner, since  the  death  of  a  valuable  member  of  the  firm  may- 
cause  its  failure.  Furthermore,  the  withdrawal  of  capital 
that  may  ensue  upon  the  death  of  a  partner  may  place  the 
remaining  partners  in  a  perilous  financial  position.  The  ex- 
tent of  the  insurable  interest  in  either  of  these  two  latter 
examples  is  about  as  difficult  to  determine  as  the  amount  of 
insurable  interest  which  the  insured  has  in  his  own  life. 

The  justification  for  the  requirement  of  insurable  interest 
lies  largely  in  public  policy.  Without  such  a  requirement 
people  could  insure  one  another's  lives  indiscriminately  and 
the  contracts  would  be  largely  wager  contracts,  speculations 
on  the  probable  duration  of  an  individual's  life.  In  fact, 
such  policies  might  endanger  the  life  of  the  insured,  partic- 
ularly in  the  case  of  children. 

The  beneficiary  defined. — ^The  beneficiary  is  the  person  des- 
ignated in  the  policy  to  receive  the  proceeds  when  the  contract 
matures.  All  such  persons  must  have  an  insurable  interest, 
as  explained  in  the  preceding  section,  except  where  the  insured 
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takes  out  his  own  policy  and  designates  some  person  or  per- 
sons other  than  his  estate  or  himself  as  beneficiary  or  bene- 
ficiaries. It  is  the  purpose  of  this  section  to  explain  the 
important  legal  effects  of  the  two  principal  methods  of  naming 
beneficiaries;  first,  with  the  right  of  revocation;  and  second, 
where  the  insured  does  not  reserve  the  right  to  change  the 
beneficiary. 

Reserving  the  right  to  change  the  beneficiary. — ^This  is  the 
method  most  commonly  used,  since  the  insured  is  certain  to 
retain  complete  control  of  his  policy.^  If  at  some  later  date 
he  sees  fit  to  select  another  beneficiary  there  is  nothing  to 
prevent  it,  since  the  only  right  the  existing  beneficiary  acquires 
is  an  "expectancy"  of  future  gain.  If,  for  instance,  the  in- 
sured desires  to  use  the  policy  as  security  for  a  debt  he  will 
have  no  trouble  in  changing  the  beneficiary,  although  it  should 
be  mentioned  that  a  better  method  to  protect  a  lender  is  to 
name  a  relative  as  beneficiary  and  then  to  assign  the  policy. 
It  should  be  further  added  that  some  companies  will  not  per- 
mit the  designation  of  a  beneficiary  whose  only  relationship 
is  that  of  creditor  but  require  the  method  just  mentioned. 
On  the  other  hand,  if  the  right  of  change  was  not  reserved  the 
assignment  is  not  possible  without  the  consent  of  the  bene- 
ficiary. As  an  illustration  of  the  policy  provision  covering 
this  point  the  following  is  cited:  "The  right  of  revocation 
reserved  by  the  insured.  When  the  right  has  been  re- 
served, the  insured  shall  have  full  power  while  this  policy  is 
in  force  (subject  to  any  previous  assignment)  to  change  the 
present  beneficiary  or  beneficiaries.  Such  change  shall  be  made 
in  writing  and  shall  be  valid  only  upon  its  endorsement  on  this 
policy  by  the  Company  at  the  Home  Office."  Various  word- 
ings to  the  same  effect  are  used  by  different  companies.^ 

While  the  advantages  of  this  method  are  ostensibly  con- 
clusive there  are  some  very  serious  disadvantages.  In  case  of 
bankruptcy  the  creditors  have  been  permitted  to  attach  a  life 
insurance  policy  and  use  the  proceeds  for  their  protection. 
A  specific  exception  to  this  rule  is  found  in  the  National  Bank- 
ruptcy Act,  which  gives  a  bankrupt  the  right  to  pay  over  the 
cash  surrender  value  to  the  trustee,  but  failure  to  do  this 
within  thirty  days  of  the  ascertainment  of  the  amount  means 
that  the  entire  policy  passes  to  the  trustees. 

'  Sec  Appendix  III. 
'  Sep  Appendix  III. 
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Another  and  much  broader  protection  to  beneficiaries  is  by 
State  statute,  for  under  certain  conditions  the  laws  of  some 
States  prevent  creditors  from  obtaining  any  part  of  the  policy, 
not  even  the  cash  surrender  value.  These  conditions  usually 
are  found  where  a  wife  or  child  has  been  named  as  beneficiary; 
some  laws  going  so  far  as  to  include  dependent  relatives. 
However,  most  such  statutes  place  some  limitation  on  the 
amount  of  this  exemption  by  specifying  some  maximum  annual 
premium,  such  as  $500  in  the  State  of  New  York.  Contrasted 
with  this  in  Pennsylvania  no  limit  is  specified. 

Right  of  revocation  not  reserved. — ^When  the  insured  does 
not  reserve  the  right  of  revocation  the  beneficiary  obtains 
a  vested  interest  in  the  policy.  The  beneficiary  is  no  longer 
dependent  on  the  whims  of  the  insured  and  the  policy  is  not 
the  absolute  property  of  the  latter.  This  method  is  of  course 
of  greatest  advantage  to  the  beneficiary  because  the  insured 
cannot  assign  the  policy,  insert  another  beneficiary,  or  make 
any  change  without  the  written  consent  of  the  existing  bene- 
ficiary. The  further  advantage  of  this  method  is  that 
where  there  are  no  State  statutes  preventing  creditors  from 
taking  over  the  policy,  they  cannot  take  it  from  the  insured  if 
he  is  a  bankrupt,  due  to  the  vested  interest  of  the  beneficiary. 
The  principal  disadvantage  is  that  it  binds  the  insured,  al- 
though he  can  cease  the  payment  of  premiums.  Another  all 
too-common  illustration  of  the  disadvantage  of  this  method  to 
the  insured  appears  in  the  case  of  a  man  who  has  irrevocably 
named  his  wife  as  beneficiary  and  who,  after  having  paid  a  con- 
siderable sum  in  the  form  of  premiums,  becomes  estranged 
from  her  or  divorced.  He  then  usually  does  not  desire  her  to 
receive  any  benefits  under  the  policy  but  is  powerless  to  do 
more  than  cease  paying  premiums. 

Purpose  of  assignment* — ^Among  the  numerous  uses  of  life 
insurance  is  its  use  as  security  for  a  debt.  Sometimes  a  debt 
is  the  original  cause  for  obtaining  the  insurance  but  more 
often  the  opportunity  to  make  use  of  the  policy  as  collateral 
arises  after  it  has  been  issued.  In  either  instance  assignment 
seems  to  be  the  best  method  of  accomplishing  the  desired 
result. 

Where  the  policy  is  primarily  secured  to  protect  a  creditor, 
it  is  a  matter  of  expediency  to  name  as  beneficiary  some  per- 
son with  whom  the  insured  has  more  than  a  business  relation- 
ship, because  of  the  probable  changes  in  the  amount  of  the 
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debt  without  any  corresponding  change  in  the  face  of  the 
policy.  Furthermore,  some  companies  require  it.  If  the 
creditor  is  named  as  beneficiary  he  will  receive  the  full  amount 
of  the  policy  if  the  insured  dies,  and  if  the  debt  has  been  de- 
creased in  the  meantime  he  may  receive  more  than  his  due. 
The  best  method  to  prevent  this  is  for  the  insured  to  name 
a  specific  beneficiary,  such  as  his  wife,  and  make  an  assign- 
ment to  the  creditor  "as  his  interest  may  appear."  Thus  any 
possibility  of  excess  payment  being  made  to  an  outsider  is  ob- 
viated, since  the  equity  of  the  assignee  will  be  limited  to  his 
interest,  and  if  there  is  a  balance  it  will  revert  to  the  bene- 
ficiary, who  presumably  will  be  a  member  of  the  family. 

Method  of  assignment. — ^Unlike  fire  insurance  policies, 
there  is  no  special  form  attached  to  life  insurance  policies  for 
the  purpose  of  assignment.  No  particular  wording  is  needed 
to  accomplish  the  assignment  as  long  as  it  is  sufficiently  defi- 
inite  to  establish  a  legal  claim,  although  as  a  matter  of  accom- 
modation and  uniformity,  the  insurance  companies  usually 
furnish  forms  upon  request.^  They  do  not,  however,  assume 
any  responsibility  as  to  the  legality  or  effect  of  the  assignment 
and  furthermore  will  not  be  bound  to  an  assignment  until  it 
is  on  file  at  a  designated  ofSce.  This,  however,  does  not 
mean  that  the  consent  of  the  insurance  company  is  necessary 
as  in  the  case  of  a  fire  policy. 

When  the  policy  is  obtained  with  a  view  to  protecting  a  cred- 
itor complications  can  be  avoided  if  proper  care  is  taken, 
but  where  an  attempt  is  made  to  assign  a  policy  which  has 
been  in  force  for  some  time  and  already  has  a  large  surrender 
value,  difficulties  are  frequently  encountered.  Thus  if  the  in- 
sured has  named  a  beneficiary  without  right  to  change,  written 
consent  must  be  obtained  from  the  beneficiary.  This  is  some- 
times impossible.  It  should  be  added  that  companies  some- 
tiroes  request  the  consent  of  the  beneficiary  even  if  the  right 
to  change  has  been  reserved  by  the  insured.  Further  compli- 
cations are  invited  when  an  assignee  attempts  to  assign  a  policy 
because  the  company  may  have  a  lien  against  the  policy,  of 
which  the  creditor  is  not  aware  and  it  is  a  well-established 
rule  that  the  assignee  can  only  receive  those  rights  which 
the  assignor  possesses  at  the  time  of  assignment,  even  though 
a  new  contract  exists  between  the  company  and  the  assignee 
beginning  with  the  date  the  company  approves  the  assign- 

*See  Appendix  VIII. 
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ment.  Then,  too,  State  statutes  sometimes  make  certain  re- 
strictions, particularly  where  a  beneficiary  who  is  a  dependent 
relative  assigns  his  or  her  rights.  In  fact,  the  assignment 
by  an  assignee  is  something  to  be  avoided,  if  possible,  since 
the  policy  is  not  a  negotiable  instrument  and  unforeseen 
legal  difficulties  may  be  encountered.  Formalities  are  some- 
times required  for  an  assignment.  If  the  assignment  is  made 
by  a  corporation  it  is  customary  for  the  insurer  to  require 
a  copy  of  the  minutes  of  the  Board  of  Directors  authoriz- 
ing the  assignment,  in  addition  to  a  copy  of  the  assignment 
itself. 

When  the  obligation  for  which  the  policy  has  been  assigned 
is  discharged,  it  is  advisable. to  secure  a  "release  of  interest"* 
and  file  it  with  the  insurance  company.  The  reason  for  this 
is  that  while  policies  are  usually  placed  in  the  hands  of  the 
assignee,  the  courts  have  held  that  such  possession  is  not  es- 
sential. Consequently  the  possession  of  the  policy  by  the  in- 
sured is  not  conclusive  evidence  that  the  obligation  has  been 
discharged.  A  "release  of  interest,"  however,  will  prevent 
legal  difficulties. 

The  application. — The  first  step  in  securing  a  policy  is  to 
fill  out  an  application.  This  is  usually  divided  into  two  parts.* 
The  first  part  relates  to  the  amount  and  kind  of  policy,  the 
premium,  the  age  of  the  applicant,  the  amount  of  other  insur- 
ance carried,  etc.  The  second  is  used  in  connection  with  the 
medical  examination  and  in  addition  to  a  statement  of  the 
results  of  the  examination  by  a  physician,  questions  must  be 
answered  by  the  applicant  regarding  his  health,  his  habits  and 
his  family  history.  Some  of  the  statements  thus  set  forth 
are  deemed  warranties  and  some  representations.  If  the  state- 
ment is  a  warranty  its  untruth  or  violation  is  sufficient  to  void 
the  policy.  If  it  is  a  representation  the  policy  will  not  be 
voided  unless  the  statement  was  material  to  the  risk.  The  ef- 
fect of  such  warranties  has  been  mitigated  in  two  ways.  First, 
many  States  have  passed  laws  to  the  effect  that  in  the  absence 
of  fraud  all  statements  shall  be  considered  as  representations. 
Secondly,  an  "Incontestable  Clause"  has  been  added  to  the 
policy.  This  is  usually  to  the  effect  that  the  policy  is  incon- 
testable by  the  company  after  the  policy  has  been  in  force  for 
one  year,  except  for  non-payment  of  premium. 

*  See  Appendix  X. 

*  See  Appendices  I  and  II. 
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Settlement  of  claims. — Settlement  of  policy  claims  arises 
in  four  ways : 

1.  Surrender. — This  is  when  the  insured  surrenders  his  pol- 
icy to  the  company  for  the  cash  value.  All  parties  interested 
in  the  policy  usually  have  to  sign  a  form  requesting  the  cash 
value.* 

2.  Matured  Endowments. — It  is  customary  for  the  com- 
pany to  send  notice  to  the  insured  at  the  maturity  of  the  en- 
dowment, whereupon  he  files  a  statement  to  the  effect  that 
he  is  still  living  and  the  company  pays  the  proceeds  to  him. 
With  the  exception  of  corporation  and  partnership  insurance 
the  beneficiary  seldom  has  any  interest  in  the  endowment 
feature. 

3.  Death. — ^When  the  insured  dies  it  is  necessary  that  the 
company  be  notified.  Then  with  the  assistance  of  a  company 
representative  the  "Proofs  of  Death'"  are  made  out  and  filed 
with  the  company.  As  soon  as  approved  the  claim  will  be 
paid.  It  should  be  added  that  a  notification  or  request  for 
payment  is  not  a  claim  until  the  proof  of  death  has  been  re- 
ceived. Therefore,  when  a  company  says  that  all  its  claims 
are  paid  within  one  day,  it  means  one  day  after  receipt  of 
proof  of  death  and  not  one  day  after  death. 

4.  Annuities. — The  payment  of  an  annuity  begins  at  a  fixed 
datcjebiefa  may  be,  as  previously  stated,  either  immediate  or 
deferred.  The  company  may  require,  at  the  time  of  any  peri- 
odical payment,  evidence  that  the  insured  is  still  alive. 

*See  Appendix  XI. 

*  See  Appendices  XII  and  XIII. 


Chapter  X 

SPECIAL  FORMS  OF  LIFE  INSURANCE 

Fraternal  insurance — History  and  description. — Fraternal 
insurance  is  possibly  the  oldest  form  of  life  insurance  and  its 
origin  may  be  traced  back  many  centuries  to  the  time  when 
organizations  were  first  formed  for  mutual  benefit.     While 
these  historic  unions  and  guilds  hever  applied  the  word  'in- 
surance" to  their  operations,  they  nevertheless  performed  the 
functions  associated  with  the  name.     In  the  United  States  the 
growth  of  fraternals  for  the  purpose  of  insurance  has  been 
parallel  with  that  of  the  old  line   (legal  reserve)   insurance 
companies  and  today,  while  they  have  not  nearly  so  much 
insurance  in  force  as  the  latter  companies,  they  have  enormous 
memberships.     Most  of  this  growth  has  taken  place  during 
the  last  half  century,  for  it  was  not  until  after  the  Civil  War 
that  the  really  phenomenal  increase  took  place.     One  of  the 
chief  reasons  for  this  was  the  fact  that  the  legal  reserve  com- 
panies had  just  entered  upon  their  period  of  expansion,  fur- 
nishing great  stimulus  to  the  fraternals.     The  fraternals  sup- 
plied keen  competition  although  their  schemes  were  then  often 
based  on  fallacious  arguments.       They  maintained  that  the 
legal  reserve  companies  were  charging  a  high  level  premium, 
much  larger  than  current  mortality  costs  and  including  an 
element  of  reserve,  but  that  since  the  average  age  of  member- 
ship and  average  death  rate  did  not  change  much,  year  after 
year,  this  reserve  was  unnecessary.     Therefore  all  they  would 
collect  from  their  members  was  the  average  annual  cost.     At 
first  sight  this  seemed  quite  a  plausible  argument  because  it 
was  commonly  observed  that  the  average  age  was  constant  in 
a  given  community.     While  this  was  true  of  a  particular  lo- 
cality because  births  and  deaths  balanced  each  other,  it  did 
not  necessarily  apply  to  individual  groups  and  associations  in 
the  community.     Consequently  as  the  members  grew  older  the 
probability  of  death  increased  rapidly.     These  increases  in 
the  rate  of  mortality  soon  had  many  of  the  societies  in  finan- 
cial difficulty  and  they  were  then  compelled  to  cut  down  their 
benefits  and  in  many  cases  to  dissolve. 
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The  stronger  of  these  associations,  however,  were  able  to 
pull  through  by  increasing  their  rates,  a  measure  made  pos- 
sible only  by  the  nature  of  their  organization.  Having  been 
founded  on  the  basis  of  fraternal  spirit,  the  members  often 
felt  that  they  were  united  by  a  bond  stronger  than  one  of  mere  ^ 
financial  relationship  and  stood  by  their  brothers  through 
financial  difficulty.  In  this  type  the  social  feature  was  nearly 
as  important  as  the  benefits.  Usually  such  fraternals  were 
organized  on  the  lodge  principle,  with  local  chapters  acting 
under  the  supervision  of  a  superior  lodge  or  lodges  which  were 
State  or  national  in  character. 

It  was  this  better  type  of  fraternals  just  described  that  was 
able  to  exist,  and  the  sounder  of  them  formed  the  National 
Fraternal  Congress.  This  organization  constructed  a  table 
of  mortality  from  their  combined  experience  and  called  it  the 
National  Fraternal  Congress  Table.  Recognizing  their  de- 
ficiencies, they  attempted  to  induce  all  similar  societies  to  con- 
form to  a  reserve  basis  as  ascertained  by  this  table.  Oppo- 
sition was  met  in  the  form  of  an  association  of  the  weaker 
fraternals,  and  no  common  agreement  could  be  made  to  sat- 
isfy all.  This  agitation  led  to  the  so-called  "Mobile  Bill," 
formulated  by  the  insurance  commissioners  at  a  convention  in 
Mobile.  The  "New  York  Conference  Bill,"  which  is  a  modi-  ^ 
ficadon  of  the  "Mobile  Bill,"  has  been  adopted  by  many 
States.  These  laws  induce  the  fraternals  to  come  over 
to  the  legal  reserve  basis.  However,  they  do  not  use  the 
American  Experience  Table  as  a  basis  for  calculating  the  re- 
serves required  but  allow  the  fraternals  to  use  the  table  made 
from  their  own  experience.  An  exception  to  this  is  where  the 
American  Table  is  specified  by  law  as  the  measure  of  the  re- 
serve in  order  to  determine  whether  a  fraternal  can  grant  loan 
and  cash  values. 

Their  combined  experience  as  shown  in  the  National  Fra- 
ternal Congress  Table  does  not  coincide  exactly  with  the  ^ 
American  Experience  Table  and  their  reserves  are  smaller. 
Many  are  still  confronted  with  the  problem  of  bringing  the 
reserves  up  to  an  adequate  basis  and  under  some  recent  State 
laws  this  must  be  accomplished  in  a  given  time.  Until  this  is 
completed  they  may  find  it  necessary  to  charge  rather  large 
premiums  and  it  should  be  added  that  in  the  process  of  rec- 
tifying the  errors  of  the  past  many  have  fallen  by  the  wayside. 
The  reason  for  this  is  more  apparent  when  it  is  realized  that 
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the  old  line  companies  hold  approximately  twelve  times  as 
much  reserve  per  $1  of  insurance  in  force  as  do  the  fraternals. 

Differences  between  fraternal  and  old  line  insurance. — The 
idea  that  a  reserve  was  necessary  has  always  been  the  chief 
difference  between  the  old-line  companies  and  the  fraternals, 
but  on  this  point  they  are  now  a  unit/  Some  other  differences 
still  exist,  however,  and  should  be  mentioned.  The  fraternals 
grant  a  "benefit  certificate"  or  "life  certificate"  in  place  of 
a  policy,  the  latter  being  a  long-term  contract  with  a  fixed 
premiun^ wherein  the  company  is  bound  but  the  insured  is  not. 
The  certificate  specifies  that  the  benefits  are  dependent  not 
only  on  payment  of  dues  but  upon  compliance  with  the  by- 
laws and  constitution  of  the  society,  and  members  are  not  al- 
ways assured  that  there  will  be  no  change  in  the  premium. 
Other  usual  restrictions  are  that  only  relatives  may  be  named 
as  beneficiaries,  and  assignment  to  persons  outside  of  this  group 
is  prohibited. 

Nevertheless,  there  is  nothing  inherently  wrong  with  fra- 
(  ternal  insurance  and  its  future  possibilities  are  very  great. 
This  is  true  more  especially  since  they  have  been  reconciled!  to 
a  scientific  basis.  Under  intelligent  and  efficient  management 
they  have  lower  expenses  than  the  regular  commercial  com- 
panies because  there  are  no  agents'  commissions  and,  fre- 
quently, no  medical  examination.  A  further  advantage  is 
that  a  fraternal  bond  tends  to  hold  the  society  together  and 
thus  reduce  lapses.  In  view  of  these  conditions  we  can  ex- 
pect the  stronger  organizations  to  grow  and  become  larger 
and  better  than  ever,  and  as  long  as  the  spirit  of  fraternalism 
^  is  extant  the  old-line  companies  will  meet  with  plenty  of  com- 
petition. 

Assessment  insurance. — ^Assessment  insurance  furnishes 
glaring  illustrations  of  the  fallacies  which  have  been  prevalent 
in  regard  to  insurance.  This  form  of  insurance  differs  but 
slightly  from  the  former  fraternal  system;  in  fact  many 
fraternals  have  used  it.  But  its  most  extensive  use  has  been 
by  organizations  formed  for  the  purpose,  and  by  the  so-called 
business  assessment  associations,  which  usually  confine  their 
membership  to  particular  trades.  The  earliest  assessment 
plan  was  where  each  and  every  member  was  assessed  a  flat 
amount,  so  that  the  total  collected  was  just  sufficient  to  meet 
the  current  costs,  collections  being  made  each  time  a  member 

*  Sec  Appendix  XIV. 
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died.  If  this  be  applied  to  any  one  group,  it  is  equivalent  to 
the  one-year  term  policy  on  the  increasing  step-rate  plan. 
The  objection  mentioned  in  a  previous  chapter  (Chap.  VI) 
concerning  the  one-year  term  with  an  increasing  rate  applies 
to  assessment  insurance  with  equal  force,  i.e.,  the  rate  at 
the  older  ages,  because  of  the  greater  number  of  deaths,  rises 
so  rapidly  and  to  such  an  amount  that  it  is  prohibitive.  The 
other  and  more  important  objection  is  that  the  members 
fail  to  live*  up  to  their  agreements.  This  will  be  better  un- 
derstood by  an  explanation  of  how  the  method  worked  out. 

Where  organizations  used  the  assessment  scheme,  the  as- 
sumption was  that  the  young  members  would  counterbalance 
the  older,  which  in  fact  did  not  occur.  The  discrepancy  be- 
tween similar  premiums  and  dissimilar  ages  soon  became  ob- 
vious. The  younger  men  would  see  the  mounting  costs  caused 
by  the  older  members  and  either  not  enter  or  drop  out  and 
join  a  group  with  younger  lives  and  lower  costs.  So,  fre- 
quently, all  the  young  blood  would  disappear  and  there  would 
be  nothing  left  but  numerous  old  members  and,  in  consequence, 
a  rapidly  soaring  mortality  cost.  Eventually  this  Would  be- 
come unbearable  and  the  society  would  end. 

A  modification  of  the  flat  assessment  was  to  scale  it  on  the 
basis  of  the  attained  age  at  entry.  While  this  was  a  slight 
improvement,  it  only  postponed  the  inevitable.  Another  at- 
tempt to  stave  oflF  the  approaching  difliculty  was  to  collect  the 
assessment  in  advance ;  but  this  merely  delayed  the  imposition 
of  extra  charges.  Although  the  plan  is  now  in  disfavor,  it 
is  by  no  means  extinct.  A  number  of  fraternals  still  use  the 
system  in  their  local  lodges,  as  do  some  of  the  business  as- 
sessment societies. 

Industrial  insurance — Origin  and  purpose. — Industrial  in- 
surance was  first  introduced  into  the  United  States  in  1875, 
having  had  its  origin  in  the  recommendations  of  a  Parliamen- 
tary Committee  investigating  insurance  for  the  working  classes 
in  England,  about  1854.  This  Committee  found  that  wage- 
earners  really  were  in  greater  need  of  insurance  than  the  class 
of  people  who  were  already  insured  but,  owing  to  the  system  of 
premium  payments,  the  more  humble  working  man  was  un- 
able to  take  advantage  of  the  existing  plan.  Trade  guilds, 
burial  clubs  and  some  fraternals  were  available  to  him,  but 
these  were  not  managed  on  a  scientific  basis  and  their  suc- 
cess depended  largely  on  the  ability  and  willingness  of  the 


130    INSURANCE  PRINCIPLES  AND  PRACTICES 

members  to  pay.  The  result,  of  course,  was  not  satisfactory, 
as  financial  adversity  often  relieved  members  of  their  sense  of 
responsibility  and  failure  followed.  To  solve  these  difficul- 
ties it  was  suggested  that  insurance  companies  conducted  on  a 
scientific  reserve  basis  provide  ordinary  insurance  for  the 
masses  by  charging  a  weekly  permium  and  sending  a  personal 
representative  of  the  company  to  collect  it.  This  plan  was 
attempted  by  several  companies  and  the  results  were  most 
gratifying.  Its  extension  into  other  countries,  including  the 
United  States,  followed,  and  it  has  met  everywhere  with 
practically  the  same  success.  In  the  United  States  its  growth 
has  been  phenomenal;  in  less  than  a  half  of  century  it  has 
grown  until  it  now  involves  over  forty  million  policies  with 
a  face  value  of  about  six  billions  of  dollars. 

The  system  explained. — Practically  the  same  policies  that 
are  written  in  the  ordinary  business  are  included  in  the  in- 
dustrial plan,  i.e.,  ordinary-life,  limited-payment,  endowments, 
etc.  Guaranteed  values,  paid-up  insurance,  extended  insur- 
ance, and  cash  and  loan  values  are  also  granted. 

However,  there  are  some  important  differences,  which  are 
described  below: 

1.  Medical  Examination. — ^This  has  been  found  to  be  very 
costly  when  compared  with  the  size  of  the  average  indus- 
trial policy.  Consequently  either  the  agent  or  superintendent 
makes  a  report  as  to  the  health  of  the  person  to  be  insured 
and  this  is  used  as  the  basis  of  acceptance  or  rejection.  Oc- 
casionally, if  the  size  of  the  policy  warrants,  a  medical  exam- 
ination is  given. 

2.  Insurance  on  children. — Childfen  are  accepted  under  this 
plan  for  a  limited  amount,  although  as  the  child  grows  older 
the  amount  may  be  increased  in  accordance  ^ith  special  infan- 
tile tables  constructed  for  the  purpose.  It  might  be  men- 
tioned that  the  child's  endowment  is  a  very  popular  policy  in 
this  type  of  business. 

3.  Size  of  Policy. — The  size  of  the  industrial  policy  aver- 
ages less  than  $200.  However,  it  is  not  customary  to  express 
the  amount  of  an  industrial  policy  by  its  face  value,  but  rather 
by  the  weekly  premium,  i.e.,  3-,  S-,  10-,  IS-cent  policy,  etc. 

4.  The  Premium. — The  premium  differs  both  in  the  manner 
of  payment  and  the  annual  cost  per  $1,000  of  insurance.* 

a.  Manner  of  payment. — In  place  of  sending  thepremiura 

■^cc  Apptndix  VJI, 
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to  a  designated  office  an  agent  calls  once  a  week  to  collect  it. 
In  order  to  do  this  the  industrial  companies  maintain  a  very 
large  force  of  agents,  supervised  by  a  superintendent  or  assis- 
tant superintendent  who  has  charge  of  a  specified  territory. 
The  agents  are  given  a  "debit,"  which  is  the  total  amount  of 
weekly  premium  collections  they  are  to  make.  In  addition  to 
this  they  are  supposed  to  solicit  new  business,  prevent  lapses, 
and  promote  the  interests  of  the  company.  The  remunera- 
tion is  usually  a  commission  on  the  weekly  collections  and  the 
new  business  written. 

b.  Cost  per  $1,000  of  Insurance, — ^The  cost  is  consider- 
ably higher  than  for  ordinary  insurance,  due  principally  to  the 
expense  of  collecting  the  premium  and  the  higher  rate  of  mor- 
tality among  industrial  workers.  The  system  previously  ex- 
plained for  premium  collection  is  expensive,  but  it  has  been 
learned  by  experience  that  as  far  as  wage  earners  are  con- 
cerned premiums  must  be  collected  by  a  personal  representa- 
tive and  at  frequent  intervals. 

The  higher  mortality  rate  among  this  class  of  people  has 
been  the  subject  of  much  investigation  and  spegial  tables  have 
been  constructed  after  a  detailed  analysis.  It  has  been  found 
in  these  analyses  that  the  chief  causes  for  the  higher  mortality 
are  unsanitary  homes,  inadequate  food,  hard  work,  close  con- 
finement, necessary  exposure,  lack  of  best  medical  skill,  atten- 
tion secured  only  in  the  last  emergency  and  ignorance  of  the 
^plest  laws  of  hygiene. 

5.  Deferred  Benefits. — It  is  sometimes  provided  that  if 
death  occurs  during  the  first  six  months  of  the  policy  only  one- 
half  of  the  face  of  the  policy  will  be  paid.  In  the  case  of 
policies  on  children  the  face  is  frequently  on  an  ascending 
scale,  and  as  the  child  grows  older  the  amount  of  the  insurance 
increases,  although  the  premium  remains  the  same. 

Advantages  of  industrial  insurance. — That  industrial  Insur- 
ance Is  a  necessity  there  can  be  no  doubt,  even  though  it  has 
been  frequently  subjected  to  severe  criticisms.  These  objec- 
tions refer  principally  to  the  high  cost  and  alleged  extrava- 
gance, which  are  far  outweighed  by  the  following  advantages : 

1.  The  ^ge-earner  is  able  to  secure  insurance  protection. 

2.  The  system  of  weekly  payments  inculcates  ideas  of  saving 
and  thrift. 

3.  When  a  bread  winner  dies  his  family  is  not  so  apt  to  be- 
come a  public  charge  on  the  community. 
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4.  Poverty  and  suffering  of  dependent  families  is  materially 
reduced. 

5.  Causes  of  the  higher  mortality  rate  (previously  men- 
tioned) are  analyzed  and  recommendations  are  made  explain- 
ing how  to  reduce  the  high  mortality. 

6.  Communities  where  policy-holders  are  numerous  are  fre- 
quently furnished  with  a  nurse  and  a  company  physician  is 
designated.  Their  services  are  available,  free  of  cost,  to 
persons  who  are  insured  by  the  company.  It  has  been  found 
that  such  service  more  than  pays  for  itself.  • 

Group  insurance — ^Nature  of  the  plan. — ^Group  insurance, 
as  it  exists  today,  is  of  recent  origin,  and  may  be  defined  as  the 
coverage  of  a  number  of  individuals  by  means  of  a  single 
or  blanket  insurance  policy.  This  type  of  contract,  from  its 
very  nature,  has  been  applied  to  the  employees  of  industrial 
concerns,  where  the  employer  assumes  the  responsibility  for  the 
payment  of  the  premium,  it  having  been  found  impractical  to 
grant  insurance  on  a  group  without  having  some  central  re- 
sponsibility. 

Since  1911,  when  the  first  policy  of  this  kind  was  written, 
its  popularity  has  grown  with  remarkable  rapidity,  until  now 
we  find  many  companies  with  separate  departments  purposely 
created  to  handle  group  insurance.  In  addition,  the  field  of 
group  insurance  has  been  extended.  At  first  only  insurance 
promising  payment  in  case  of  death  was  written  but  now 
various  types  of  policies,  including  limited-payment  life  and 
endowment  policies,  as  well  as  accident  and  health  insurance 
and  old  age  annuities,  are  sold  under  the  group  contract.  In 
other  words,  practically  the  entire  field  of  life  insurance  is 
covered  by  group  policies,  although  the  contract  most  com- 
monly used  is  the  one-year  renewable  term. 

Method  of  insuring  a  group. — ^When  an  employer  desires 
to  insure  his  employees  he,  or  the  insurance  company  repre- 
sentative, fills  out  a  preliminary  inspection  blank.  This  form 
describes  the  occupation  of  the  various  employees,  the  build- 
ings, fire  protection,  sanitary  conditions,  drinking  water,  oc- 
cupation of  the  various  employees,  and  states  the  average  age, 
sex,  and  whether  the  employees  are  examined  regarding  health, 
etc.  On  the  basis  of  this  a  tentative  rate  may  then  be  quoted 
and  the  employer  files  his  application  and  a  promise  to  pay  the 
premium,  along  with  the  individual  applications  of  each  of  the 
employees  to  be  included  in  the  group.     The  insurance  com- 
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pany  then  makes  a  complete  survey  of  the  entire  plant  and  its 
surroundings  and  quotes  a  final  rate.  All  arrangements  hav- 
ing been  made  and  the  premium  paid,  the  policy  is  delivered 
to  the  employer  and  each  employee  receives  a  certificate  of  in- 
surance. When  a  loss  occurs  the  proceeds  are  usually  paid 
directly  to  the  employer  and  he  pays  the  beneficiary  named  in 
the  policy.  An  exception  to  this  is  where  the  State  laws  compel 
payments  to  be  made  direct  to  the  beneficiary. 

Factors  a£Fecting  the  group  premium. — The  computation 
of  the  premium  that  is  quoted  is  based  on  numerous  factors. 
They  can,  ho\ivever,  be  divided  into  two  groups;  (1)  those 
elements  which  are  primary  to  all  insurance  contracts,  such 
as  the  amount  of  the  policy,  the  kind  of  policy  and  the  ages 
concerned  and  (2)  those  which  are  secondary  or  miscellan- 
eous, i.e.,  which  may  or  may  not  affect  the  particular  contract. 

1.  Primary  factors.  One  of  the  most  important  items  is 
the  amount  of  insurance.  Each  employer  has  his  own  par- 
ticular problenn  to  solve  and  so  the  face  values  of  the  ploicies 
vary  considerably ;  but  most  contracts  are  on  one  of  the  follow- 
ing bases : 

a.  Same  amount  for  each  employee. 

b.  An  annount  based  on  length  of  employment,  starting  at 
a  certain  minimum  and  increasing  yearly  to  a  certain  maxi- 
mum; e.g.,  $500  minimum  and  increasing  $100  each  year  until 
it  reaches  $1,000. 

c.  An  amount  equal  to  the  annual  wage  of  an  employee  or 
a  percentage  thereof.  Regardless  of  the  method  adopted,  it 
is  customary  to  have  a  waiting  period  of  from  three  months 
to  one  year.  This,  obviously,  is  to  eliminate  "floaters."  It 
might  be  mentioned  here  that  the  third  method  is  possibly  the 
most  satisfactory. 

The  kind  of  policy  may  be  any  one  of  those  described  pre- 
viously or  a  combination  of  life,  accident,  and  health.  The 
usual  policy,  however,  is  for  insurance  covering  loss  of  life 
only,  for  the  term  of  one  year.  While  we  have  found  this 
impractical  in  individual  insurance  it  works  very  well  in  a 
group,  since  the  contracts  usually  specify  a  minimum  and  max- 
imum entering  age  and  the  employees  usually  maintain  an  av- 
erage age  which  is  comparatively  low.  This  is  due  to  the 
entrance  of  the  young  and  the  retirement  of  the  old,  the  re- 
sult being  an  almost  stationary  age.  This,  however,  does 
not  allow  the  premium  to  be  calculated  on  the  basis  of  the 
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average  age.  While  the  average  age  would  be  thirty-five  if 
half  of  the  group  were  age  20  and  the  other  half  were  age 
50,  thirty-five  could  not  be  used  as  the  basis  of  calculation. 
This  is  because  the  rate  of  death  is  much  higher  at  age  35 
than  the  average  of  the  rates  at  20  and  50  and  the  rate  would 
therefore  have  to  be  higher.  Consequently  the  rate  is  figured 
on  every  individual  employee  of  the  concern  and  then  totaled. 
From  this  may  be  obtained  the  average  premium,  which  will  be 
somewhat  higher  than  the  rate  for  the  average  age.  How- 
ever, the  rate  so  ascertained  will  in  all  probability  remain  about 
the  same  year  after  year  if  the  labor  turnover  is  not  abnormal. 
Thus,  for  an  average  corporation  the  annual  premium  each 
year  on  a  one-year  renewable  term  policy  is  about  1^4  P^r 
cent,  of  the  total  amount  of  insurance. 

2.  Secondary  factors  that  tend  to  vary  the  rate. 

a.  Possibly  one  of  the  most  important  is  the  question  of 
medical  examination.  An  assumption  in  group  insurance  is  that 
a  large  enough  number  will  be  covered  so  that  no  medical  ex- 
amination is  necessary.  The  insurance  company,  by  accepting 
only  those  who  are  actively  engaged  in  the  employ  of  a  com- 
pany, and  then  in  groups  of  not  less  than  fifty  or  one  hundred, 
limited  to  age  15  or  16  as  the  minimum  and  to  age  55  or  60  as 
the  maximum,  automatically  eliminates  the  type  of  person 
which  causes  a  high  death  rate. 

This  point  has  been  the  subject  of  strongest  attack  on  group 
contracts  as  a  plan  of  insurance,  it  being  argued  that  the  in- 
surance company  by  this  method  would  be  subjected  to  an  ad- 
verse mortality  selection.  This  has  not  been  borne  out  by 
experience  and  it  is  doubtful  if  it  ever  will  be.  As  a  matter 
of  fact,  it  has  often  been  said  that  if  an  insurance  company 
would  insure  the  lives  of  all  the  persons  walking  past  a  given 
street  corner,  it  could  dispense  with  medical  examinations. 

Where  the  nature  of  the  group  is  difficult  to  ascertain  by 
a  general  survey  the  entire  group  may  be  given  a  medical  ex- 
amination, and  if  found  to  be  inferior,  may  be  rejected  or 
rated  up.  In  the  same  manner;  if  there  are  unusual  dangers 
attached  to  the  occupation  or  if  the  locality  is  unhealthy,  an 
additional  loading  may  be  put  on  the  premium.  This  should 
be  allocated  evenly  over  the  entire  group,  regardless  of  age. 

b.  Another  factor  that  may  cause  a  higher  premium  is  the 
presence  of  the  conversion  privilege.  Some  policies  permit 
the  employee  to  convert  the  policy  into  an  individual  contract 
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for  the  same  amount  of  insurance  in  case  he  separates  from 
the  concern  that  was  paying  his  premium.  If  this  privilege  is 
exercised  within  a  certain  period  no  medical  examination  is 
necessary  in  most  cases.  The  presence  or  absence  of  this  priv- 
ilege often  indicates  whether  the  employer  has  adopted  group 
insurance  as  a  selfish  method  of  controlling  his  labor  or 
largely  for  humanitarian  reasons. 

c.  An  accident  and  health  clause  is  sometimes  endorsed  on 
these  policies  and  an  extra  premium  must  be  charged  for  this. 
It  should  be  mentioned  that  many  separate  group  policies  cov- 
ering accident  and  health  only  are  now  being  written. 

d.  Group  insurance  may  be  participating  or  non-participa- 
ting, and  this  will  also  affect -the  premium.  The  participating 
insurance  usually  has  an  unchangeable  premium  for  an  in- 
definite period  but  is  subject  to  refunds  if  the  experience  is 
favorable.  While  the  non-participating  policy  will  have  a 
lower  premium,  the  rate  will  be  guaranteed  for  a  limited  time 
only. 

Advantages  of  group  insurance. — ^The  advantages  of  group 
insurance  are  many  but  may  be  classified  as  they  apply  to  the 
group,  the  employer,  and  the  community. 

1.  The  Group. — Group  insurance  Is  not  intended  as  a  sub- 
stitute for  individual  insurance,  but  merely  as  a  supplement. 
However,  it  has  been  found  that  approximately  40  per  cent, 
of  industrial  workers  carry  no  protection  and  group  insur- 
ance most  ably  meets  this  urgent  need.  As  previously  men- 
tioned, a  medical  examination  is  seldom  required,  and  this  re- 
sults in  many  persons  obtaining  insurance  who  could  not  obtain 
individual  policies.  It  should  not  be  concluded  that  the  40  per 
cent  referred  to  are  individually  uninsurable,  as  the  larger  part 
of  them  could  secure  policies  if  they  so  desired.  Thus  group 
insurance  renders  a  great  benefit  to  the  individuals  of  the  group 
and  more  especially  to  the  dependents  of  those  who  are  negli- 
gent of  their  responsibilities. 

2.  The  employer. — ^The  employer  is  really  the  one  to  whom 
the  contract  is  sold  and  there  are  many  inducements  from 
his  standpoint,  although  as  the  number  of  group  policies  in- 
crease, the  advantages  to  the  individual  employer  decrease. 
Nevertheless,  he  usually  buys  insurance  for  one  or  more  of 
the  following  reasons : 

a.  Gives  him  publicity  and  advertising. 

b.  Attracts  efficient  labor. 
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c.  Creates  a  better  feeling  between  him  and  his  employees. 

d.  Reduces  labor  turnover. 

e.  Where  the  insurance  is  based  on  an  annual  wage  it  sup- 
plies a  stimulus  for  higher  efficiency. 

f.  Makes  better  workers  by  alleviating  distress  among 
employees  and  their  families. 

3.  The  community — The  burden  of  caring  for  an  insured 
employee's  family,  instead  of  falling  on  the  community,  is  car- 
ried by  an  efficient  organization.  Much  suffering  and  misery  is 
in  this  manner  prevented  and  the  community  becomes  a  much 
better  one  in  which  to  live. 

Consequently  group  insurance  serves  a  great  need  and  is 
becoming  more  important  each  year.  This  growth  in  all  prob- 
ability is  destined  to  continue,  because  there  is  a  great  demand 
for  insurance  of  this  kind.  It  is  possible  that  the  plan  may 
eventually  be  extended  to  insure  whole  communities  regardless 
of  employment.  In  fact,  this  is  quite  practicable  in  every 
respect  except  the  collection  of  the  premium. 

Sub-standard  insurance  —  its  piupose. — ^A  sub-standard 
risk  is  one  which  a  company  will  not  accept  by  its  regular 
method  of  selection  and  at  its  regular  rates.  This  definition, 
of  course,  must  be  viewed  from  the  individual  standpoint  of 
each  company,  because  rates  and  method  of  selection  differ 
considerably  among  the  several  companies  and  a  risk  that  may 
be  classed  as  sub-standard  by  one  company  may  be  normal  for 
another.  There  is  a  point,  however,  below  which  all  com- 
panies will  consider  a  risk  as  undesirable  according  to  their 
regular  standards.  The  failures  of  risks  to  meet  the  standard 
are  due  to  many  causes,  of  which  the  following  are  the  most 
common :  occupation,  overweight,  underweight,  family  history, 
heart  murmur,  rapid  pulse  and  sugar  and  albumen  excess  in  the 
kidneys.  Nevertheless  these  risks  are  possibly  in  greater  need 
of  insurance  than  the  more  fortunate  who  can  pass  the  regular 
medical  examination.  The  development  of  insurance  on  such 
cases  is  recent  but,  as  experience  in  connection  with  these 
impaired  lives  grows,  the  various  companies  are  extending 
their  risks.  Undoubtedly  a  great  service  is  rendered  by  those 
companies  which  adjust  their  premiums  to  take  care  of  this 
class  of  individuals  and  it  Is  stated  on  good  authority  that,  of 
the  10  per  cent  of  applicants  who  fail  to  pass  the  regular 
examination,  a  majority  can  secure  sub-standard  insurance. 

Method  of  rating  sub-standard  lives. — ^There  are  several 
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methods  of  rating  sub-standard  risks  but  those  principally 
used  arc :  ( 1 )  to  defer  the  dividend ;  ( 2 )  to  place  a  lien  against 
the  policy;  (3)  to  charge  a  flat  extra  premium;  (4)  to  grant 
only  a  restricted  type  of  policy,  or  (5 )  to  charge  a  premium  as 
of  some  advanced  age.    A  brief  description  of  each  follows : 

1.  Deferring  the  dividend. — This  was  one  .  of  the  first 
methods  employed,  and  no  dividend  was  paid  until  the  policy 
had  been  in  force  for  1 S  or  20  years.  It  is  not  a  very  satis- 
factory method  and'has  fallen  into  disuse. 

2.  Placing  a  lien  against  the  policy, — Under  this  system  a 
lien  is  placed  against  the  policy  and  deducted  if  death  occurs 
within  a  certain  period.  Usually  it  is  on  a  decreasing  plan,  so 
that  if  the  insured  lives  beyond  a  certain  number  of  payments, 
no  deduction  is  made  from  the  face  of  the  policy.  This  plan 
has  never  been  very  popular. 

3.  Charging  an  eictra  premium. — ^This  is  used  extensively  in 
the  case  of  occupational  hazards,  such  as  a  flat-rate  increase  in 
the  case  of  locomotive  engineers. 

4.  Restricting  the  type  of  policy. — This  plan  causes  less 
objection  from  the  insured  and  where  the  defects  of  the  indi- 
vidual are  slight  it  is  possibly  the  best  method  of  rating.  Thus, 
a  limited-payment  policy  or  an  endowment  may  safely  be 
granted,  while  ordinary-life  or  term  insurance  could  not. 

5.  Advancing  the  age. — ^For  most  purposes  this  is  the 
method  now  used  and  seems  to  meet  the  needs  better  than  any 
other  single  method.  The  manner  of  rating  is  to  charge  the 
premium  as  of  some  advanced  age,  depending  on  the  seriousness 
of  the  cause  for  being  classed  as  sub-standard.  In  extreme 
cases  it  frequently  happens  that  the  individual  is  not  only  rated 
up  but  also  restricted  to  certain  types  of  policies. 

The  greatest  advantage  of  such  a  system  of  insurance  is 
that  those  people  who  need  it  most  are  able  to  secure  it.  The 
only  disadvantage  is  the  lack  of  experience  on  which  to  base 
the  rate,  which  results  in  some  inequality  of  charges. 


Chapter  XI 

ACCIDENT  AND  HEALTH  INSURANCE 

Losses  due  to  accident  and  disease. — Life  insurance  pro- 
tects a  man's  dependents  from  poverty  and  suffering  after  his 
death  but  the  man  who  is  incapacitated  and  unable  to  earn 
a  livelihood  also  has  need  of  insurance,  for  the  financial  hard- 
ships in  such  a  case  may  be  worse  than  those  resulting  from 
death.  Compensation  insurance  covers  industrial  accidents 
but  there  are  many  accidents  occurring  without  relation  to 
occupation,  and  sickness  causes  about  seven  times  the  loss  of 
time  attributable  to  accidents. 

It  is  estimated  that  over  250,000,000  working  days  are  lost 
each  year  in  the  United  States  due  to  sickness  alone,  and  that 
there  occur  annually  about  5,000,000  accidents,  of  which  less 
tlian  one-half  are  incurred  in  the  course  of  employment.  In 
other  words  the  majority  of  the  losses  due  to  accident  or  dis- 
ease are  not  covered  by  workmen's  compensation,  and  while  an 
examination  of  the  causes  leads  to  the  belief  that  accidents  can 
be  reduced,  they  cannot  be  entirely  eliminated.  • 

A  recent  analysis  of  the  experience  of  a  large  accident  com- 
pany shows  personal  accidents,  eliminating  those  that  were 
occupational,  to  be  distributed  as  follows; 

Automobiles 28.0 

At  home 26.5 

Pedestrians 17.3 

Sports  and  Recreation  14.4 

Travel 6.6 

Miscellaneous   , 3.5 

Horses  and  Vehicles  .,.. 2.4 

Bicycles  and  Motorcycles 1.3 

100  Per  Cent 

An  investigation  of  the  number  of  cases  of  various  diseases, 
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according  to  the  experience  of  this  same  company,  resulted  in 
the  following : 

Influenza   27.9 

Digestive  system 17.2 

Throat  13.5 

Other  diseases 12.4 

Respiratory  diseases 8.8 

Skin  7.5 

Nervous  system 4.7 

Nose   2. 5 

Genito-urinary  (non-venereal)    2.2 

Ear    1.1 

Eye 1.1 

Circulatory  system   9 

Genito-urinary  (venereal)    2 

100  Per  Cent 

If  prevention  were  properly  applied  undoubtedly  many  cases 
of  illness  could  be  eliminated  but  there  would  still  be  many 
unavoidable  cases  that  ought  to  be  cared  for  by  insurance. 

Disability  clauses  in  life  insurance  policies.^ — In  recent 
years  various  life  insurance  companies,  by  adding  a  disability 
dause  to  their  policies,  have  sought  to  make  some  provision  for 
such  contingencies.  In  most  instances  these  clauses  provide 
only  for  total  and  permanent  disability  or,  at  best,  partial  and 
permanent  disability,  the  definitions  of  disability  being  usually 
narrow  and  restricted.  Since  over  97  per  cent  of  all  disabilities 
are  of  a  temporary  nature  the  actual  value  of  these  clauses  is 
open  to  debate. 

Their  limited  value  is  perhaps  due  to  the  unwillingness  of 
many  of  the  life  companies  to  enter  a  field  concerning  which 
comparatively  little  is  known.  They  inaugurated  the  disability 
clause  mainly  for  competitive  purposes  and  the  extension  which 
has  taken  place  was  made  necessary  by  the  same  cause. 

Originally  they  promised,  for  a  small  additional  premium, 
to  waive  all  future  payments  of  the  premium  in  case  of  total 
and  permanent  disability.  This  could  not  possibly  cost  the  in- 
surance company  a  great  sum,  because  the  average  length  of 
life  of  a  person  so  incapacitated  is  less  than  two  years.  Later, 
however,  the  clause  was  broadened  so  that  the  policy  would 
mature  under  such  conditions  and  the  insured  would  receive 
the  proceeds  in  accordance  with  some  specified  plan.  Some 
dauses  fix  this  plan  definitely,  while  others  give  the  insured  an 

^See  Appendices  III  and  IV. 
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option  along  lines  similar  to  the  different  installment  poliq^ 
options  explained  in  a  previous  chapter. 

A  further  provision  of  this  type  is  one  which  stipulates  that 
not  only  will  the  company  pay  a  disability  income,  but  that 
when  death  occurs  the  full  face  of  the  policy  will  also  be  paid.* 
Another  clause  promises  to  pay  double  indemnity  if  death 
occurs  on  account  of  one  of  a  specified  list  of  accidents.  Just 
why  a  man's  life  should  be  worth  more  if  he  dies  in  a  certain 
manner  is  difficult  to  understand  but  at  least  it  can  be  used  as 
a  selling  argument. 

The  tendency  of  these  clauses  is  toward  expansion,  for  which 
there  is  much  room,  since  the  definition  of  disability  is  still  far 
f rotn  liberal,  the  options  are  few,  women  are  excluded,  and  the 
age  restriction  is  usually  sixty  or  sixty-five  years.  As  experience 
is  collected  a  further  development  may  be  expected. 

Coverage  by  a  separate  contract. — At  the  present  time 
greater  and  more  liberal  coverage  is  possible  through  a  policy 
covering  accident  only,  or  illness  only.  Better  yet  is  the  com- 
bination of  the  two,  known  as  an  "Accident  and  Health 
Policy," '  which  pays  no  indemnity  for  death  from  natural 
causes.  A  modern  contract  of  this  class,  indemnifying  for  loss 
of  time  through  accident  or  sickness,  is  a  valuable  supplement 
to  a  life  insurance  policy,  and  equally  important,  for  nearly 
one-half  of  all  the  poverty  in  the  United  States  is  due  to  loss 
of  income  arising  from  accident  or  ill  health.  When  such  an 
unfortunate  event  occurs  and  a  person's  earning  power  is 
totally  or  partially  destroyed  it  also  usually  follows  that  ex- 
penses are  greater,  largely  because  of  necessary  medical  atten- 
tion.- There  can  be  no  question  that  indemnity  for  such  losses 
should  be  made  possible.  Judging  from  the  fact  that  the 
premium  income  on  this  class  of  insurance  has  doubled  in  the 
past  five  years  it  is  reasonable  to  conclude  that  the  possibilities 
may  be  more  fully  realized  in  the  near  future. 

This  recent  rapid  growth  is  not  the  mushroom  growth  of  a 
new  type  of  insurance.  The  business  has  lagged  because  it  has 
never  before  been  properly  brought  to  the  attention  of  the 
public,  the  policies  have  not  been  liberal  but  have  been  limited 
in  their  scope,  and  the  attitude  of  some  companies  writing  this 
class  of  business  (particularly  accident)  has  been  to  avoid  as 
many  payments  as  possible. 

'  Sec  clause  in  Appendix  HI. 

•  See  Appendices  XVI,  XVII,  and  XVIII. 
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All  this  is  now  changed,  the  tendency  being  to  push  this  line 
of  insurance,  and  the  companies  are  now  competing  to  see 
which  can  provide  the  most  complete  coverage  and  give  the 
best  service  for  the  least  cost.  The  business,  however,  is  in  a 
transitional  period  and  the  policies  have  not  yet  reached  the 
stage  of  perfection.  This  has  resulted  in  a  market  flooded  with 
a  lot  of  policies  among  which  there  is  very  little  uniformity. 
Many  States  have  recently  attempted  to  stabilize  conditions  by 
requiring  "standard"  provisions,  as  in  life  insurance.  This 
has  at  least  forced  out  some  of  the  poorer  accident  policies, 
which  apparently  covered  much  but  in  reality  covered  practi- 
cally nothing.  It  does  not  solve  the  problem,  however,  because 
the  "additional"  provisions  are  frequently  important  and  the 
variance  among  them  is  very  great.  In  order  to  better  under- 
stand  the  risk  assumed  and  to  recognize  the  good  and  poor 
policies,  we  will  now  turn  to  a  classification  and  description  of 
these  contracts. 

Types  of  Policies. — 1.  Ticket  Accident  Policy. — ^This  is  a 
policy  covering  death  or  injury  by  accidental  means  and  is 
issued  for  periods  of  a  day,  week,  30  days,  and  90  days.  It  can 
be  obtained  at  the  ticket  office  of  nearly  any  railroad  station  and 
Is  used  principally  by  travellers.  When  issued  the  date  and 
hour  are  stamped  on  it  and  it  runs  for  the  highest  number  of 
days  fixed  by  attached  coupons,  ending  at  noon  if  issued  any 
time  up  to  noon,  or  at  midnight  if  issued  after  noon.  The  pay- 
ments promised  for  ordinary  accidents  are  usually  $2,500  if 
death  occurs  within  90  days,  $1,250  for  loss  of  both  hands  or 
both  feet,  $12.50  a  week  for  52  weeks  for  total  disability,  and 
$6.25  a  week  for  26  weeks  for  partial  disability.  If  the  loss 
occurs  because  of  an  accident  while  being  transported  by  a  com- 
mon carrier  the  payments  are  doubled.  The  premium  for 
such  a  policy  is  25  cents  per  day,  $1.50  a  week,  $4.50  for  30 
days,  and  $  1 0  for  90  days. 

The  value  of  such  protection  is  difficult  to  estimate  because 
it  does  not  cover  disappearances,  injuries  where  there  is  no 
visible  wound  or  contusion  on  the  body  of  the  insured, 
medical  or  surgical  treatment,  hernia,  poisoning,  sunstroke  or 
freezing,  injuries  resulting  from  firearms,  fireworks,  racing  or 
games,  suicide,  accidents  while  entering  or  leaving  any  moving 
conveyance  and  numerous  other  contingencies.  In  other 
words  the  causes  of  accidents  that  are  most  apt  to  occur  are 
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eliminated,  although  on  the  daily  basis  the  insured  is  paying 
$91  a  year  for  the  insurance. 

2.  Limited  Policies.* — ^These  cover  accident  or  sickness  due 
to  specific  causes  named  in  the  contract.  While  the  ticket  acd- 
dent  policy  enumerates  those  causes  which  are  eliminated,  the 
limited  policy  mentions  only  those  which  are  covered.  This 
type  of  policy  has  been  one  of  the  most  misleading  that  has 
ever  been  issued  because,  in  many  instances,  the  accidents  or 
diseases  specified  are  among  the  remote  possibilities.  Not  only 
are  the  events  covered  specified,  but  frequently  even  the  manner 
in  which  they  must  happen.^  The  result  is  a  policy  with  little  or 
no  coverage,  and  when  the  insured  finds  himself  disabled  he  is 
likely  to  find  also  that  the  policy  which  he  thought  was  a  good 
one  is  a  mere  scrap  of  paper.  So  much  dissatisfaction  has  re- 
sulted from  this  that  many  of  these  policies  have  been  sup- 
planted by  general  or  unlimited  policies.  In  fact,  since  the 
organization  of  the  Casualty  Actuarial  and  Statistical  Society 
of  America,  in  1914,  there  has  been  much  general  improve- 
ment in  all  accident  and  health  policies. 

3.  General  or  Unlimited  Policies.^ — ^The  scope  of  these 
policies  is  more  or  less  general  and  they  arc  not  limited  merely 
to  a  few  causes  as  is  the  preceding  type.  Of  course  the  cost 
is  greater,  but  the  protection  afforded  is  much  more  adequate. 
With  the  exception  of  the  standard  provisions,  however,  these 
policies  also  vary  considerably.  Most  of  them  provide  for 
indemnity  in  case  of  accidental  death,  the  amount  thus  paid 
being  known  as  the  principal  sum.  This  is  usually  the  basis 
of  calculation  for  double,  triple,  or  quadruple  indemnity,  and 
also  for  the  amount  payable  for  total  disability.  For  example, 
one  policy  says  that  for  death  from  ordinary  accident  the 
company  will  pay  $10,000;  for  loss  of  both  hands,  $10,000; 
for  loss  of  both  feet,  $10,000;  loss  of  both  eyes,  $10,000;  one 
hand  and  one  foot,  $10,000;  one  hand  and  sight  of  one  eye, 
$10,000;  one  foot  and  sight  of  one  eye,  $10,000;  either  hand, 
$5,000;  either  foot,  $5,000;  and  sight  of  one  eye,  $2,500.  If 
the  accident  occurs  on  a  common  carrier  or  passenger  elevator, 
each  of  these  sums  is  doubled,  tripled  or  quadrupled.  In  this 
illustration,  $10,000  is  considered  as  the  principal  sum.    This 

'  See  Appendices  XVI  and  XVII. 
•  See  Appendices  XVI  and  XVII. 
« See  Appendix  XVIII. 
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same  policy  provides  $50  weekly  indemnity  for  total  disability, 
payable  as  long  as  the  insured  lives  in  such  disabled  condition, 
and  $20  per  week  for  partial  disability  for  a  maximum  of 
twenty-six  weeks. 

Similar  provisions  in  other  policies  limit  the  time  for  which 
total  disability  benefits  may  be  paid  to  from  fifty-two  weeks  to 
four  years,  while  others  grant  partial  benefits  for  as  long  as 
such  disability  continues.  Frequently  hospital  expenses  and 
surgical  operation  fees  are  paid  in  addition  to  other  benefits, 
a  schedule  of  such  amounts  being  contained  in  the  policy. 

Provisions  are  often  made  for  elective  benefits  in  the  form 
of  a  lump  sum  or  installments,  settlement  by  means  of  a  "gold 
bond"  bearing  interest,  a  reward  for  identification,  accumula- 
tive or  increasing  benefits  as  the  policy  becomes  older  and  in- 
denmity  for  accidental  death  or  disability  of  the  beneficiary  or 
other  members  of  the  family  of  the  insured. 

Combination  accident  and  health  policies,  in  addition  to 
induding  many  of  the  above  provisions,  extend  their  weekly 
indenmity  to  cover  disease.  In  order  to  receive  indemnity  the 
insured  must  be  unable  to  perform  his  regular  duties  and  be 
attended  by  a  physician  and  usually  there  is  a  distinction  be- 
tween the  benefits  payable  when  confined  to  the  house  as  com- 
pared with  non-confinement.  It  should  be  mentioned  that  in 
some  cases  these  benefits  do  not  begin  until  a  certain  period  of 
disability  has  elapsed,  this  waiting  period  varying  from  two 
days  to  three  months,  although  frequently  when  the  disability 
continues  beyond  the  specified  period  the  indemnity  is  calcu- 
lated from  the  date  on  which  disability  commenced. 

If  a  claim  is  paid  under  any  of  the  policy  provisions  the 
obligation  of  the  company  is  usually  discharged  and  the  con- 
tract is  not  renewed.  During  the  year  1919,  however,  a  num- 
ber of  non-cancellable  policies  appeared,  the  terms  of  which 
make  it  necessary  for  a  company  to  renew  the  policy  each  year 
until  the  insured  attains  a  specified  age,  regardless  of  the  num- 
ber of  claims  arising  in  the  meantime.  This  is  such  a  departure 
from  the  old  type  of  policy  that  it  deserves  a  separate  classifi- 
cation. 

4.  Non-Cancellable  Contracts? — Since  most  of  the  policies 
are  for  one  year  only,  it  can  readily  be  seen  that  if  a  policy  may 
be  cancelled  at  the  end  of  the  year,  the  insured  is  at  a  great 

*  See  Appendix  XVIJI. 


144    INSURANCE  PRINCIPLES  AND  PRACTICES 

disadvantage.  Over  a  period  of,  say  thirty  years,  the  proba- 
bilities that  a  claim  will  arise  are  very  great  and  the  result  of 
a  claim  (if  of  any  size)  has  usually  been  the  refusal  to  renew 
when  the  insured  has  recovered  from  disability.  This  means 
that  protection  later  on  (probably  when  most  needed)  will  be 
impossible  to  obtain.  Consequently,  a  non-cancellable  policy 
to  age  60  or  66  is  obviously  an  important  step  in  the  right 
direction  and, is  a  contract  which  provides  real  protection. 

Another  liberal  addition  found  in  the  non-cancellable  con- 
tracts which  shows  the  trend  of  the  business  is  the  incontestable 
clause.  This  makes  the  policy  incontestable  as  to  the  time  of 
the  happening  of  bodily  injury  or  sickness  causing  disability 
commenced  after  its  date  and  while  it  is  in  force. 

5.  Industrial  or  Corporate  Accident  and  Health. — ^The 
limited  coverage  granted  in  the  past  by  the  policies  previously 
described  has  led  to  the  organization  of  many  associations  for 
the  purpose  of  mutual  aid.  The  more  important  of  these  arc 
fraternal,  trade  union,  and  corporation  benefit  funds.  Many 
of  the  fraternals  operating  on  the  lodge  principle  have  made 
provision  for  their  members  in  the  form  of  accident  and  sick- 
ness benefits.  These  funds  are  usually  raised  from  dues  and 
assessments  and  are  without  an  adequate  scientific  basis.  As 
a  result,  these  societies  frequently  find  themselves  in  financial 
difficulties  and  the  possibility  of  receiving  benefits  is  more  or 
less  uncertain.  Nevertheless,  they  have  done  a  great  and  bene- 
ficial work  in  attempting  to  provide  a  broad  coverage  against 
losses  of  this  kind. 

Various  trade  unions  have  practically  duplicated  the  activi- 
ties of  the  fraternals  and  have  made  provision  for  loss  of  time 
due  to  accident  and  sickness.  Their  benefit  funds,  like  those 
of  the  fraternals,  are  raised  from  dues  and  assessments,  and 
the  ability  to  pay  depends  upon  the  size  and  importance  of  the 
union  as  well  as  upon  the  loyalty  of  its  members. 

Some  of  the  large  corporations,  particularly  the  railroads 
and  the  steel  companies,  have  worked  out  a  better  plan.  They 
know  from  experience  the  approximate  amount  needed  to 
cover  such  contingencies  and,  therefore,  conduct  voluntary  re- 
lief associations.  The  employees  then  have  a  certain  amount 
of  their  pay  deducted  and  retained  by  the  company  to  be 
used  for  this  purpose.     Many   corporations    guarantee    thi 
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solvency  of  these  organizations,  and  some  contribute  50  per 
cent  or  some  other  proportion  of  the  cost. 

6.  fVorkmen^s  Collective  Insurance. — ^This  is  nothing 
more  than  a  group  accident  policy,  the  premium  being  as- 
sumed by  the  employer,  as  in  the  case  of  the  group  life  insur- 
ance contract  explained  in  a  previous  chapter.  In  so  far  as 
the  accident  feature  is  concerned,  workmen's  compensation  in- 
surance has  largely  displaced  it,  but  a  policy  covering  sickness 
and  non-occupational  accidents  is  now  being  written  by  sev- 
eral companies. 

Analjrsis  of  principal  parts  of  accident  and  health  policies: 
— ^As  previously  mentioned,  there  is  no  uniformity  in  the  pol- 
icies on  the  market;  however,  when  a  person  obtains  a  policy 
he  expects  to  get  the  best.  This  is  difficult  to  determine  unless 
one  knows  how  to  analyze  a  policy.  Therefore,  in  ord'er  to  be 
better  prepared  to  make  a  selection,  the  following  explanation 
of  the  essential  features  of  the  combination  accident  and 
health  contract  is  given. 

1.  The  insuring  clause? — This  indicates  what  the  policy 
covers.  A  typical  clause  reads  as  follows :  "The Insur- 
ance Company  hereby  insures  the  person  named  as  applicant 
in  the  copy  of  application  for  this  policy,  endorsed  hereon  or 
attached  hereto,  subject  to  the  provisions,  conditions,  and 
limitations  herein  contained,  against  loss  resulting;  directly  and 
indcp^"^^"*^ly  ^^  ^11  other  causes,  from  bodily  injuries  eflFccted 
during  the  term  of  this  policy  solely  through  external,  violent 
and  accidental  means,  and  against  disability  from  disease  con- 
tracted during  the  term  of  this  policy."  The  insuring  clause 
of  another  policy  which  covers  accidental  loss  of  life  in  addi- 
tion to  disability  reads  as  follows :  "The Insurance  Com- 
pany hereby  insures (herein  called*  the  Insured  and  de- 
scribed in  the  Application),  subject  to  all  provisions  and 
limitations  herein  contained:  Against  loss  of  life  resulting  di- 
rectly  and  independently  of  all  other  causes  from  bodily 
injury  cflFected  during  the  term  of  this  policy  solely  through 
accidiental  means;  and  against  disability  resulting  from  bodily 
injury  cflFected  during  the  term  of  this  policy  through  accidental 
means;  and  against  disability  resulting  from  sickness  coi,. 
tracted  and  be^nning  after  the  date  hereof ;  such  disability,  in 
both  cases,  to  be  such  as  will  result  in  continuous  total  los^ 
of  business  time." 

*See  Appendices  XVI,  XVTI  and  XVIII. 
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Note  the  difference  between  the  clauses  covering  disability 
resulting  from  an  accident.  ( 1 )  The  former  says  the  accident 
must  be  "effected  directly  and  independently  of  all  other 
causes,*'  while  the  latter  does  not.  The  presence  of  the  former 
stipulation  means  that  no  other  agency  can  intervene,  such  as 
a  pre-existing  disease  or  infirmity.  This  phrase,  it  will  be 
noted,  is  contained  in  the  latter  policy  only  in  the  clause  cover- 
ing loss  of  life.  (2)  One  says  the  accident  must  occur  "solely 
through  external,  violent,  and  accidental  means,"  while  the 
other  merely  says  "solely  through  accidental  means."  Ob- 
viously the  latter  is  a  broader  provision  and  is  not  subject  to 
arguments  as  to  whether  the  accident  was  external  or  violent. 

The  important  part  of  the  phrase  in  either  policy  is  the  term 
^'accidental  means."  This  has  been  subject  to  interpretation 
by  the  United  States  Supreme  Court  and  it  has  been  decided 
that  the  event  immediately  preceding  the  happening  of  the 
"accident"  must  have  been  unexpected.  Thus,  if  the  insured 
is  carrying  a  heavy  burden  and  thereby  breaks  an  arm,  it  can- 
not be  called  "accidental  means."  If,  however,  lie  is  carrying 
this  same  burden  and  receives  some  unexpected  blow,  which 
breaks  his  arm,  the  injury  is  included  in  the  term  "accidental 
means."  This  objection  has  been  overcome  in  some  policies 
by  changing  the  clause  to  "accidental  injury." 

The  phraseology  of  the  portion  covering  disability  resulting 
from  disease  differs  very  little  in  the  various  policies;  usually 
being  to  the  effect  that  the  sickness  must  be  contracted  after 
the  policy  is  written. 

Practically  all  insuring  clauses  mention  limitations  and  a 
thorough  inspection  to  discover  these  limitations  must  be  made, 
because  they  are  apt  to  be  found  anywhere  except  in  the  stan- 
dard provisions. 

2.  Total  disability  clause.^ — ^The  interpretation  of  disabil- 
ity is  often  the  deciding  factor  as  to  whether  a  claim  has  arisen 
or  not.  Definitions  of  total  disability  vary  from  "such  in- 
juries or  disease  as  shall  immediately  and  independent  of  all 
other  causes  wholly  and  continuously  disable  the  insured  from 
following  any  gainful  occupation,"  to  "such  injuries  or  disease 
as  shall  prevent  the  insured  from  performing  the  duties  of  his 
occupation,"  and  are  incontestable  as  to  the  time  of  occurrence. 
The  United  States  War  Risk  Insurance  BureaUi  in  connection 

*  See  Appendices  XVI,  XVII  and  XVIIL 
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with  its  life  policies,  has  defined  total  disability  as  ^'impair- 
ment of  mind  or  body  which  makes  it  impossible  for  the  in- 
sured to  engage  in  a  substantially  gainful  occupation."  This 
is  apparently  one  of  the  most  liberal  definitions  yet  given,  al- 
though "loss  of  business  time,''  as  mentioned  previously  in 
one  of  the  insuring  clauses,  is  also  considered  favorable  to 
the  insured. 

Indemnity  is  often  limited  to  fifty-two  weeks  but  in  some 
policies  it  continues  until  the  insured  dies.  Loss  of  sight  and 
dismemberment  of  two  or  more  extremities  are  sometimes 
deemed  total  and  permanent  disability  without  further  inves- 
tigation. 

A  distinction  is  frequently  made  between  a  disability  which 
requires  house  confinement,  as  compared  with  one  that  does 
not,  and  this  makes  a  big  difference  in  many  diseases,  particu- 
larly tuberculosis.  Practically  all  policies  require  that  the 
disability  be  one  which  requires  regular  attendance  by  a  physi- 
dan.  This  is  a  practical  necessity  in  order  to  prevent  unjust 
claims. 

3.  Partial  disability}^ — In  some  policies  partial  disability 
is  covered,  and  the  amount  payable  is  a  fraction  of  that  for 
total  disability.  With  the  exception  of  loss  of  sight  or  dis- 
memberment, however,  partial  disability  benefits  seldom  run 
beyond  twenty-six  weeks.  It  should  be  added  that  disability 
under  all  policies,  except  those  issued  by  the  United  States 
Government,  must  begin  within  an  age  limit,  usually  from 
eighteen  to  sixty-five. 

4.  Death. — ^l^hose  policies  which  include  payment  for  ac- 
cidental death  usually  specify  that  the  death  must  occur  within 
a  limited  time  after  the  accident,"  such  as  ninety  or  one  hun- 
dred and  twenty  days.  ^ 

5.  Optional  benefits. — In  place  of  the  lump  sum  for  acci- 
dental death  it  is  frequently  provided  that  some  other  method 
may  be  used,  such  as  a  reversionary  annuity,  a  gold  bond  with 
interest,  or  an  installment  plan. 

6.  Standard  provisions. — These  are  required  by  State 
statutes  and  are  primarily  for  the  protection  of  the  insured 
against  false  policies  and  fraud.  Some  attempts  have  been 
made  to  have  the  several  States  make  these  provisions  uniform, 
as  in  life  and  fire  insurance. 

*Sec  Appendix  XVin. 
"See  Appendix  XVIU. 
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7.  Additional  provisions. — Under  this .  heading,  we  find 
many  of  the  "limitations  herein  contained"  mentioned  in  the 
insuring  clause,  and  the  following  is  a  list  of  typical  exclusions : 

(a)  "Any  disability  for  which  the  Insured  is  not  necessarily 
and  regularly  attended  by  a  legally  qualified  physician  other 
than  the  Insured;"  (b)  "suicide,  sane  or  insane^  or  any  attempt 
thereat,  sane  or  insane;"  (c)  "women;"  (d)  "loss  of  life  or 
disability  resulting  wholly  or  partly,  directly  or  indirectly  from 

(1)  bodily  injury  sustained  or  sickness  contracted  while  the 
Insured  is  engaged  in  military  or  naval  service  in  time  of  war, 

(2)  bodily  injury  sustained  or  sickness  contracted  from  riding 
or  being  in  or  upon  any  aerial  device  or  conveyance,  (3)  bodily 
injury  sustained  or  sickness  contracted  while  the  Insured  is 
outside  Canada  or  Europe  or  the  United  States  (not  includ- 
ing Alaska,  Panama  Canal  Zone  or  the  insular  possessions  of 
the  United  States);"  (e)  "persons  under  age  18  or  over 
age  60." 

8.  Miscellaneous  Provisions. — So  called  "frills"  are  some- 
times found  providing  for  double  indemnity  while  in  the  hos- 
pital; double,  triple,  and  quadruple  indemnity  if  an  accident 
occurs  in  a  specified  place  or  manner;  fixed  amounts  for  spe- 
cific losses;  surgical  benefits  and  doctors'  fees;  a  reward  for 
identification;  or  accumulations  of  the  benefits  as  the  policy 
becomes  older  (e.g.  10  per  cent  increase  in  benefits  each  year 
for  five  years.) 

Important  things  to  examine  in  accident  and  health 
policies. — From  the  preceding  analysis  it  is  obvious  that  the 
insured  has  many  things  to  guard  against  when  securing  acci- 
dent and  health  insurance.  For  convenience,  the  most  com- 
mon limitations  are  listed  below : 

1 .  Definition  of  total  disaljiHty. 

2.  Exclusion  of  certain  risks. 

3.  Age  limit. 

4.  Elimination  of  benefits  for  a  specified  period. 

5.  Maximum  period  for  which  indemnity  will  be  paid. 

6.  The  time  within  which  death  must  occur  after  an  acci- 
dent. 

7.  Right  of  the  company  to  cancel. 

8.  Inability  of  the  insured  to  renew. 


•' 
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Accident  insurance  rates," — ^With  the  exception  of  policies 
covering  loss  of  time  due  to  sickness  and  disease,  usually  no 
medical  examinations  are  required.  Therefore,  the  rates 
charged  are  based  on  occupation  and  are  classified  in  nine 
groups,  according  to  hazard,  as  follows : 

**^  -  Ratio  of  Indemnity  in  more 

Classification  increase  tn         i^azardous  occupations  to 

^*'"  indemnity  in  preferred  class 
Per  Cent  Per  Cent 

Preferred 100  100 

Special  Preferred 120  83 

Extra  Preferred 125  80 

Ordinary 167  60 

Medium., 250  40 

Hazardous 300  33 

Extra  Hazardous 400  25 

Perilous 500  20 

Extra  Perilous 2,000  5 

The  rate  manual  classifies  all  occupations  under  one  of  these 
nine  groups  and  the  premium  is  a  percentage  of  the  rate  for 
the  preferred  class.  Thus,  if  $20  is  the  rate  for  preferred 
risks,  $60  is  the  rate  for  hazardous  risks.  One  of  the  stan- 
dard provisions  is  that  when  the  insured  changes  his  occupa- 
tion to  one  more  hazardous  the  premium  shall  be  applied  to 
purchase  the  benefits  of  the  more  hazardous  occupation.  For 
example,  if  a  preferred  risk  holds  a  policy  promising  $50  per 
week  indemnity  and  changes  to  an  occupation  classified  as 
medium,  the  indemnity  will  be  changed  to  $20  per  week. 

It  should  be  mentioned  in  this  connection  that  many  accident 
and  health  policies  are  not  written  for  the  more  dangerous 
classifications,  some  companies  accepting  only  those  risks 
which  will  fall  into  one  of  the  first  three  classifications. 

So  far,  these  rates  have  been  for  the  most  part  based  on 
the  judgment  of  the  individual  companies.  The  most  con- 
clusive proof  that  this  is  the  case  is  the  fact  that  the  same  prem- 
iums arc  charged  regardless  of  age.  However,  the  business 
is  now  going  through  the  process  of  reform  and  the  com- 
panies are  combining  their  experience  for  this  purpose,  the 
most  important  work  being  the  ascertainment  of : 

1.  Rate  of  disability  from  accidental  causes. 

2.  Rate  of  disability  from  disease. 

"  See  Appendix  ZDL 
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3.  Number  of  days'  sickness  from  disease  to  each  year  of 
exposure. . 

4.  Rate  of  loss  of  sight 

5.  Rate  of  loss  of  hearing. 

6.  Rate  of  loss  of  limb. 

The  results  obtained  must  then  be  applied  to  a  specific 
policy  with  the  following  underlying  factors  in  mind : 
1.  Comparative  hazard  of  the  occupation. 

-^  2.  Effect  of  Injury  upon  the  performance  of  the  duties  per- 

taining to  the  occupation. 

3.  Influence  of  the  occupation  upon  pfijrsical  habits  and 
condition* 

4.  Moral  hazard  incident  to  the  occupation. 

5.  Moral  hazard  pertaining  to  malingerings  over-insurance, 
and  self-inflicted  injuries. 

6.  Physical  condition  and  age. 

Accident  insurance  reserves. — ^The  reserves  for  this  type 
of  insurance  are  similar  to  those  of  workmen's  compensation 
insurance.  An  unearned  premium  reserve  of  50  per  cent  of  the 
gross  premium  must  be  maintained  on  contracts  over  a  period 
of  twelve  months.  Also,  a  reserve  for  outstanding  claims, 
particularly  those  that  may  run  for  a  long  time.  The  princi- 
ples of  such  a  reserve  are  more  fully  described  in  the  chapter 
on  Workmen's  Compensation  Insurance. 

Compulsory  healtiti  insurance. — In  recent  years  much  has 
been  said  concerning  the  benefits  and  evils  of  compulsory 
health  insurance.  We  saw  in  the  first  part  of  the  chapter 
that  provision  should  be  made  for  distributing  the  loss  due 
to  sickness,  but  so  far  we  have  discussed  only  private  methods. 

Compulsory  health  Insurance  presupposes  that  every  one  will 
be  insured  and  that  the  business  will  be  administered  through 
a  governmental  agency.  Such  a  plan  has  been  tried  with 
varying  success  in  European  countries  and  this  has  led  to  the 
agitation  for  a  similar  scheme  in  the  United  States.  As  a  result 
the  subject  was  investigated  by  the  United  States  Public  Health 
Service,  which  has  recommended  a  system  which  should : 

1.  Provide  cash  benefits  and  medical  service  for  all  wage- 
earners  in  times  of  sickness  at  much  less  cost  than  is  now  pos- 
sible.   Adequate  medical  relief  would  thus  be  placed  within 
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the  reach  of  even  the  low6st-paid  workers,  who  are  most  sub- 
ject to  ill-health. 

2.  Distribute  the  cost  among  employers,  employees  and  the 
public  as  constituting  the  groups  responsible  for  conditions 
causing  disease,  and  afford  these  groups  a  definite  financial 
incentive  for  removing  these  conditions.  This  can  be  done  by 
means  of  small  weekly  payments  from  employees,  supple- 
mented by  contributions  from  employers  and  the  Government 
at  a  rate  reducible  in  proportion  to  the  reduction  of  sickness. 

3.  Include  an  effective  health  measure,  by  linking  the  co- 
operative efforts  of  the  three  responsible  groups  with  the  work 
of  national,  State  and  local  health  agencies,  and  by  utilizing 
these  agencies  in  the  administration  of  the  health  insurance 
system. 

4.  Afford  a  satisfactory  basis  for  the  cooperation  of  the 
medical  profession  with  public  health  agencies. 

5.  Eliminate  the  elements  of  paternalism  and  charity-giving 
by  making  employees  and  the  public,  as  well  as  employers, 
joint  agents  in  the  control  of  this  fund. 

Many  arguments  pro  and  con  have  been  given  in  regard 
to  this  proposition,  of  which  the  following  are  the  most  im- 
portant in  its  favor : 

1.  The  existing  agencies  are  insufficient  to  provide  the  pro- 
tection required. 

2.  The  high  death  and  sickness  rates  among  American 
workers  could  be  reduced  by  a  comprehensive  system  of  in- 
surance. 

3.  Compulsory  insurance  is  a  sure  way  of  obtaining  the 
results  desired,  while  private  insurance  will  always  be  merely 
partial  in  results. 

4.  Cooperative  action  will  increase  the  interest  in  health, 
provide  the  insured  with  better  medical  attention  and  indem- 
nify him  for  loss  of  time  with  less  expense  than  a  private 
system. 

Against  the  system  it  has  been  urged : 

1.  Death  and  sickness  rates  in  the  United  States  are  lower 
under  private  insurance  than  in  foreign  countries  under  com- 
pulsory health  insurance. 

2.  Compulsory  insurance  will  not  improve  health  condi»- 
tions.    A  campaign  of  prevention  would  be  better. 

3.  A  compulsory  system  is  subversive  of  the  fundamental 
principles  of  individual  initiative  and  freedom  of  action. 


152    INSURANCE  PRINCIPLES  AND  PRACTICES 

4.  The  compulsory  system  is  detrimerutal  to  the  proper 
relation  between  physician  and  patient,  and  therefore  objec- 
tionable to  both  physician  and  patient. 

5.  Political  influences  and  a  high  expense  rate  would  more 
than  nullify  any  benefits  which  the  system  might  be  able  to 
provide. 


Part  III 

LIABILITY  AND  COMPENSATION 

INSURANCE 
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Chapter  XII 
LIABILITY  AND  COMPENSATION  INSURANCE 

Social  insurance. — Industry,  as  carried  on  today,  involves 
certain  hazards  and  losses  which  have  come  to  be  recognized 
as  affecting  the  welfare  of  the  community  as  well  as  of  the  in- 
dividual. This  field  is  covered  by  what  has  been  called  "social 
insurance.*'  In  European  countries  compensation  insurance 
is  only  one  part  of  a  well-organized  program  of  social  insur- 
ance for  the  community  care  of  the  worker.  It  was  the  first 
section  of  this  program  to  be  introduced  in  the  United  States. 
In  Europe  we  find  governmental  intervention  and  assistance 
m  insuring  the  worker  ( 1 )  against  temporary  impairment  of 
working  capacity  through  industrial  and  other  accidents, 
du-ough  sickness  arising  from  industrial  or  other  diseases, 
through  maternity  and  conditions  of  the  labor  market;  (2) 
against  permanent  inpairment  of  the  ability  to  work  through 
invalidism  or  old  age;  and  (3)  against  financial  loss  conse- 
quent upon  death.  This  is  accomplished  through  burial  insur- 
ance, widows'  and  orphans'  insurance,  health  and  accident  in- 
surance and  compensation  insurance.  In  the  United  States, 
most  of  these  forms  of  insurance  are  voluntary  and  are  con- 
ducted with  little  governmental  interference,  but  compensa- 
tion insurance  against  work  accidents  and  industrial  diseases 
is  the  exception,  being  compulsory  in  many  States. 

Definition. — ^Liability  and  compensation  insurance  may  be 
defined  as  a  contract  furnishing  protection  to  an  employer 
against  financial  losses  imposed  upon  him  by  court  decision  or 
statute  law  when  a  workman  is  injured  or  diseased  as  a  result 
of  his  occupation.  The  loss  would  result  from  a  court  decision 
under  the  negligence  system  or  from  a  statute  under  the  com- 
pensation system.  Both  forms  of  insurance,  as  is  evident,  are 
founded  on  the  frequency  and  severity  of  industrial  accidents 
and  disease. 

Industrial  accidents. — ^The  number  and  seriousness  of  in- 
dustrial accidents,  even  at  present,  is  tremendous.  In  1908,  it 
was  estimated  (accurate  figures  being  unavailable)  that  25,000 
persons  were  killed  and  700,000  injured  annually  by  this 
cause.    At  that  time  this  figure  was  considered  an  overestimate,^ 

155 


156    INSURANCE  PRINCIPLES  AND  PRACTICES 

but  subsequent  investigation  has  shown  that  it  was  probably  too 
small.  An  estimate,  now  in  progress  of  compilation,  will  prob- 
ably show  a  total  of  28,000  killed  in  the  year  1917,  and  3,877,- 
000  injured,  so  that  in  one  year  the  ordinary  injuries  and  loss 
of  life  far  exceeds  the  United  States'  casualties  \A  the  entire 
World  War.  The  killed  and  wounded,  if  brought  together, 
would  exceed  the  population  of  Philadelphia.  Estimating  an 
average  life  expectancy  of  25  years,  a  working  year  of  300  days 
and  average  wages  of  $2  per  day  (surely  low  enough),  one 
year's  accidents  cause  a  loss  to  society  of  1,802,984  hours,  and 
a  loss  of  earning  power  of  $  1 , 1 1 7,790,400.  The  losses  entailed 
fall:^ 

1.  Upon  the  employee,  through  loss  of  time  and  wages, 

2.  Upon  the  employer,  through  labor  turnover,  friction  with 
employees  and  legal  expenses, 

3.  Upon  society,  through  decreased  productivity  and  the 
necessity  of  caring  for  the  dependents  of  the  injured. 

Distribution  of  accidents. — Many  of  these  accidents  are, 
of  course,  minor  in  character;  otherwise  compensation  pre- 
miums would  be  far  higher  than  they  now  are.  Ninety-seven 
per  cent  of  such  accidents  consisted  of  temporary  total  disabili- 
ties and  only  7/10  of  1  per  cent  were  fatalities.  Of  the  97 
per  cent  which  consisted  of  temporary  total  disabilities  over 
two-thirds  had  a  duration  of  less  than  14  days,  so  that  out  of 
3,905,900  accidents,  2,400,000  of  the  injured  were  able  to  re- 
turn to  work  in  two  weeks  or  less.  From  a  study  of  the  serious- 
ness of  accidents  it  was  possible  to  construct  a  "Standard  Acci- 
dent Table"  which  analyzed  accidents  according  to  their  grav- 
ity, and  this  was  a  valuable  factor  for  some  years  in  the  making 
of  compensation  rates.  By  applying  the  accident  distribution 
to  the  compensation  provided  by  various  State  laws  it  was  pos- 
sible to  find  the  cost  of  100,000  accidents  in  one  State  as  com- 
pared with  the  cost  of  the  same  accidents  in  other  States,  thus 
indicating  the  difference  which  ought  to  exist  between  the  pre- 
miums in  two  States  by  reason  of  the  varying  benefits  allowed 
under  the  laws. 

Prevention  and  insurance. — Some  of  these  accidents  are  due 
to  the  fault  of  the  workman  and  some  to  the  fault  of  the  em- 
ployer, but  a  large  number  may  be  ascribed  to  the  general  haz- 
ard of  industry.  The  latter  term,  however,  includes  all  those 
accidents  to  which  we  are  unable  to  assign  a  cause  on  account 
of  limited  knowledge ;  investigation  is  constantly  showing  many 
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of  them  to  be  preventable.  A  social  program  should  begin 
with  prevention  and  secondarily  provide  a  system  of  indemni- 
fication for  those  accidents  which  cannot  be  prevented.  The 
latter  is  the  function  of  insurance ;  but  since  the  more  efficacious 
the  prevention,  the  lower  the  premiums,  the  two  are  inseparably 
connected,  and  insurance  furnishes  a  highly  important  means  of 
encouraging  a  reduction  in  the  number  and  gravity  of  acci- 
dents. 

Industrial  diseases. — Some  of  the  compensation  laws  of  the 
States  already  include  compensation  for  industrial  diseases. 
Unfortunately,  no  satisfactory  statistics  exist  to  indicate  the 
eictent  of  industrial  disease  and  the  losses  caused  by  it,  but  we 
know  it  must  be  a  problem  fully  as  great  as  the  accident  prob- 
lem. Poisons,  germs,  unsatisfactory  ventilation,  dust,  im- 
proper temperature  and  lighting  conditions  annually  incapaci- 
tate millions  of  workmen.  The  next  great  step  in  compensa- 
tion laws  will  probably  be  the  general  inclusion  of  indemnifi- 
cation for  the  results  of  industrial  diseases. 

Law  of  negligence. — This  was  the  basis  of  liability  insur- 
ance and  its  abolition  marked  the  initiation  of  compensation 
insurance.  In  England,  prior  to  1837,  the  legal  relation  be- 
tween employer  and  workman  was  the  same  as  the  legal  relation 
between  strangers.  If  the  workman  was  injured  while  em- 
ployed he  could  not  recover  damages  from  the  employer  un- 
less he  could  clearly  prove  that  this  resulted  from  definite 
negligence  on  the  part  of  the  employer.  In  turn,  the  law  im- 
posed certain  obligations  on  the  employer,  such  as  to  provide  a 
safe  place  to  work,  safe  tools  and  appliances  and  reasonable 
carefulness  in  engaging  workers.  But  certain  defences  de- 
veloped during  the  suceeding  fifty  years  for  the  employer's 
protection,  mainly  the  following: 

1.  Contributory  negligence. — If  the  employee's  negligence 
contributed  to  the  accident  in  the  slightest  degree  he  lost  all 
right  to  collect  damages. 

2-  Fellow-servant  doctrine. — If  the  employee  was  injured 
as  a  result  of  the  negligence  of  a  fellow-worker,  this  barred  his 
right  to  recovery  on  the  assumption  that  by  working  with  such 
person  he  assumed  the  risks  of  the  latter's  actions. 

3.  Assumption  of  risk  rule. — ^An  employee  entering  an  em- 
ployment was  presumed  to  accept  all  the  ordinary  and  custom- 
ary risks  of  the  employment,  on  the  ground  that  he  was  paid 
for  accepting  such  risks. 
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4.  Death  limitation. — In  some  States  the  right  of  action 
against  the  employer  ceased  with  the  death  of  the  injured 
party.  It  was  a  personal  right  and  if  action  was  not  begun  by 
the  injured  party  it  could  not  be  by  his  dependents  after  his 
death. 

5.  Burden  of  proof. — ^The  burden  was  on  the  plaintiff  to 
show  the  negligence  of  the  employer,  that  the  accident  was  the 
direct  consequence  thereof,  and  that  his  own  negligence  did 
not  contribute  to  the  result.  In  addition  to  these  defences,  it 
was  a  common  practise  for  employers  to  insist  that  the  em- 
ployee, as  a  condition  of  employment,  sign  a  waiver  relieving 
the  employer  of  all  liability  and  thus  contracting  away  his 
legal  rights. 

Beginning  with  the  English  law  of  1880  these  defences  were 
later  modified  by  court  decisions  and  statutes  so  as  to  slightly 
alleviate  the  hard  lot  of  the  workman.  The  contributory  negli- 
gence rule  was  changed  in  some  States  to  the  comparative  negli- 
gence doctrine,  whereby  the  workman  recovered  in  inverse  pro- 
portion to  his  own  negligence.  The  fellow-servant  rule  was 
restricted  in  application  to  those  who  worked  in  the  same  de- 
partment, and  foremen  and  managers  were  no  longer  consid- 
ered fellow  workers.  Failure  to  comply  with  safety  statutes 
was  made  prima  facie  evidence  of  an  employer's  negligence, 
and  increasing  burdens  were  placed  upon  the  employer.  Never- 
theless, the  system  up  to  1910  was  most  unsatisfactory  from 
every  standpoint,  as  shown  later. 

Liability  insurance. — Since  the  injured  employee  might  sue 
the  employer  and  recover  damages  it  was  necessary  for  the 
employer  to  protect  himself  against  loss  by  reason  of  judg- 
ments rendered  against  him  in  such  cases,  which  judgments  were 
occasionally  very  large.  He  purchased,  therefore,  a  liability 
policy,  under  which  an  insurance  company  partly  assumed  the 
risk  of  paying  such  judgments  as  injured  workmen  might  obtain. 
This  type  of  contract  is  still  valuable  in  States  where  the  com- 
pensation system  has  not  supplanted  the  negligence  system,  to 
furnish  insurance  against  liability  to  others  than  workmen,  and 
as  Covering  quasi-employees  whose  status  may  be  doubtful. 

Liability  policy. — In  the  ordinary  contract  in  a  stock  com- 
pany the  insured  paid  a  premium  which  was  based  upon  his 
payroll,  the  rate  being  quoted  per  $100  of  payroll.  The  prob- 
able payroll  was  estimated  at  the  beginning  of  the  year  and  an 
initial  premium  paid  which  was  to  be  added  to  or  deducted 
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from,  at  the  end  of  the  year,  as  the  ultimate  payroll  happened 
to  be  larger  or  smaller  than  that  estimated.  The  policy  covered 
loss  and  expense  from  legal  liability,  determined  by  a  court 
action  or  by  a  settlement  with  the  injured  party ;  the  company 
agreed  and  in  fact  insisted  upon  defending  all  suits  brought; 
and  also  furnished  bonds  and  paid  interest  arising  out  of  suits. 
It  also  assumed  the  expense  of  immediate  surgical  relief.  The 
liability  of  the  company  was  limited  to  $5,000  for  an  injury  to 
one  person  in  one  accident,  and  $10,000  for  injuries  to  more 
than  one  person  in  one  accident,  subject  to  the  $5,000  per  per- 
son limitation.  All  damages  in  excess  of  these  amounts  the  em- 
ployer paid  unless  for  an  extra  premium  he  purchased  a  policy 
with  higher  limits.*  Employees  whose  compensation  was  not 
included  in  the  estimate,  employees  of  contractors  and  subcon- 
tractors and  persons  employed  contrary  to  law  were  not  cov- 
ered. The  policy  ran  for  a  term  of  one  year  but  might  be  can- 
celled by  the  company  or  the  insured  upon  notice,  in  the  former 
case  the  insured  paying  a  pro  rata  premium,  and  in  the  latter 
case  a  short  rate,  later  described  in  connection  with  the 
fire  insurance  contract  (Chapter  XIV).  The  insured  agreed 
to  give  prompt  notice  of  accidents  and  claims  to  the  company, 
not  to  settle  claims  or  to  admit  liability,  to  furnish  immediate 
surgical  relief,  and  to 'assist  the  company  by  furnishing  infor- 
mation and  transferring  all  his  rights  to  it  by  subrogation.  The 
company  had  the  privilege  of  inspecting  the  premises  and  books 
of  the  insured. 

Liability  rates. — ^While  rate-making  was  originally  an  activ- 
ity of  the  individual  insurer  the  inherent  co-operative  nature 
of  the  process  of  basing  charges  upon  past  experience  made 
common  action  desirable.  This  took  the  form  of  an  association 
of  liability  companies  which,  acting  jointly,  issued  a  manual 
of  rates  supposed  to  be  binding  upon  all.  The  obstensible  de- 
finiteness  of  these  manual  rates  was  seriously  impaired,  until 
recent  years,  by  competition,  in  the  form  of  rate  reductions  by 
one  expedient  or  another.  The  original  association,  however, 
was  later  replaced  by  a  Bureau,  established  and  maintained  by 
the  companies  for  the  promulgation  of  rates.  While  some 
companies  are  not  members  of  this  Bureau,  we  may  regard 
liability  rates  as  in  general  fixed  by  actuaries,  commonly  em- 
ployed, and  a  Bureau  jnaintained  by  general  consent. 

Manual  rates  are  made  for  classifications  of  industries,  said 
classifications  being  based  on  the  nature  and  hazard  of  the  in- 
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dustry.  Thus,  while  the  rate  for  a  clothing  store  may  be  23 
cents  per  $100  of  payroll,  the  rate  on  a  flour  mill  may  be  $2.25. 
These  rates,  however,  are  not  for  clothing  stores  or  flour  mills 
in  any  particular  location,  and  constitute  no  more  than  a  start- 
ing point  for  ascertaining  the  rate  charged  the  insured.  They 
merely  represent  the  average  variations  in  hazards  between 
industries,  as  deduced  from  experience  all  over  the  country. 
In  order  to  find  the  rate  for  a  particular  flour  mill  located  in 
a  given  State  a  modifying  factor  must  be  applied  to  this  gen- 
eral rate.  Thus,  we  may  find  that  in  Arkansas  the  rate  is  1 1 0 
per  cent  of  the  general  rate  of  $2.25,  or  that  in  Florida  the 
rate  is  50  per  cent  of  the  general  rate  of  $2.25.  It  may  hap- 
pen, of  course,  that  in  some  States  the  rate  is  exactly  100  per 
cent  of  the  general  rate.  An  examination  of  the  factors  which 
enter  into  the  making  of  a  rate  will  show  the  reason  for  this 
arrangement. 

The  liability  contract  protects  against  hazards  of  two  types. 
There  is,  first,  the  accident  hazard  or  the  chance  of  an  em- 
ployee being  injured  in  the  industry ;  and  second,  the  negligence 
j;iazard,  or  the  probability  that  he  will  be  able  to  prove  the  em- 
ployer liable  for  damages.  The  accident  hazard  varies  between 
industries,  while  the  negligence  hazard  varies  with  the  laws 
of  the  different  States.  The  rates  to  cover  these  hazards  are 
derived  from  past  experience  and  it  would  be  possible,  theo- 
retically, to  gather  the  past  experience  on  flour  mills  in  the 
State  of  Arizona  and  to  base  Arizona's  rates  solely  on  that 
experience.  But  practically,  this  would  be  impossible,  because 
the  amount  of  experience  that  could  be  derived  from  this  one 
State  on  flour  mills  and  some  other  industries  would  be  woe- 
fully inadequate,  due  to  their  insignificant  number.  There 
would  not  be  sufficient  risks  for  the  law  of  average  to  function 
properly.  So  it  is  with  other  industries  in  other  States,  and  to 
avoid  this  difficulty  the  country  as  a  whole  is  taken  for  com- 
parisons between  industries,  the  assumption  being  that  the  dif- 
ference in  hazard  in  general  between  industries  holds  true  in 
any  particular  State. 

In  collecting  and  using  this  information  for  making  rates 
the  **pure  premium"  is  first  calculated  by  a  comparison  of  the 
losses  incurred  with  the  payrolls  in  order  to  find  the  losses 
per  $100  of  payroll.    At  any  given  date,  however,  there  arc 
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many  claims  and  suits  still  unsettled  and  some  estimate  of  the 
ultimate  cost  of  these  must  be  made.  The  pure  premium  is 
multiplied  by  a  factor  in  order  to  derive  the  ultimate  loss  per 
$100  of  payroll  and  also  by  another  factor  to  allow  for  the 
increasing  sympathy  of  juries,  leniency  of  courts  and  modifica- 
tions of  employers'  defences,  all  of  which  cause  the  experience 
to  grow  gradually  worse.  To  this  result  must  be  added  a  sum 
sufficient  to  cover  expenses  and,  in  a  stock  company,  profit; 
these  together  constitute  the  **loading."  The  result  is  the  man- 
ual rate.  This  must  be  modified  for  application  to  Individual 
States.  A  comparison  is  made  of  the  experience  of  companies 
in  Florida  with  the  experience  in  the  United  States  as  a  whole, 
and  it  may  be  found,  for  example,  that  Florida  results  show 
losses  per  $100  of  payroll  only  half  as  great  as  the  average 
for  the  United  States.  If  $2.25  is  the  manual  rate  for  the 
classification,  then,  the  rate  for  the  same  classification  in  Florida 
is  50  per  cent  of  that  figure,  or  $1,125. 

These  rates  are  for  policies  containing  the  standard  limits 
previously  described;  If  the  insured  desires  limits  of  $10,000 
and  $50,000  the  premium  will  naturally  be  Increased.  In  the 
past  considerable  underwriting  judgment  has  also  been  neces^ 
sary  to  take  account  of  factors  which  could  not  be  mathematic- 
ally considered  in  the  manual  rate,  or  for  which  past  experience 
did  not  furnish  a  reliable  guide.  Since  one  flour  mill  may  dif- 
fer considerably  from  another  In  hazard,  even  when  located  in 
the  same  State,  some  allowance  for  the  features  of  hazard  of 
a  particular  risk  is  also  necessary. 

Principle  of  compensation. — ^The  liability  system  was  most 
unsatisfactory  for  the  following  reasons: 

1 .  It  was  based  upon  personal  fault,  whereas  many  accidents 
were  due  to  no  personal  fault. 

2.  No  damages  were  recovered  by  injured  workmen  in  from 
25  to  33  1-3  per  cent  of  the  cases. 

3.  The  compensation  paid  bore  no  relation  to  the  needs  or 
justice  of  the  case.    Juries  gave  notoriously  uncertain  verdicts. 

4.  Under  the  contingent  fee  system,  on  the  average,  one- 
fourth  of  the  damages  recovered  by  workmen  went  to  lawyers 
as  fees. 

5.  Damages  were  awarded  only  after  lengthy  litigation,  and 
in  the  meantime  the  workman  or  his  dependents  often  suflFere«l 
severely. 
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6.  Employers  were  forced  to  spend  large  sums  of  money  in 
the  defense  of  suits,  some  legitimate  and  some  groundless. 

7.  Unpleasant  relations  were  frequently  created  between 
employers  and  workmen  because  of  suits  and  their  results. 

8.  Insurance  was  for  the. benefit  of  the  employer  and  not 
the  injured  party.  In  fact,  the  insurance  company  was  obli- 
gated to  defend  suits  brought  by  workmen. 

9.  The  community  was  assessed  for  the  exorbitant  cost  of 
the  legal  machinery  necessary  to  handle  the  multitude  of  cases. 

10.  Inability  to  recover  damages  for  injuries  led  to  destitu- 
tion, reliance  upon  charity  and  a  lowered  standard  of  living. 
When  the  close  relation  between  employer  and  employee 
ceased,  when  industrial  relations  became  complicated,  when  the 
worker  became  an  impersonal  cog  in  a  great  organization  and 
accidents  multiplied  through  the  introduction  of  machinery,  it 
became  economically  desirable  that  the  negligence  theory  be 
replaced.  This  was  hastened  by  the  growing  social  desire  for 
safety  promotion  and  the  improvement  of  working  conditions. 
Compensation  scraps  the  theory  of  negligence  and  holds  the 
industry  responsible  for  an  industrial  accident.  It  provides  by 
law  a  definite  compensation  for  injuries  instead  of  leaving  this 
to  be  determined  by  a  lawsuit  and  it  makes  the  employer,  as 
the  representative  of  the  industry,  liable  for  the  payment  of  this 
compensation.  Students  of  economics  will  recognize  that  this 
is  no  hardship  on  the  employer  since,  except  in  the  most  un- 
usual cases,  he  passes  this  cost  on  to  the  consumer  in  the  price 
of  the  product.  The  consumer  of  the  goods,  therefore,  pays 
for  the  wear  and  tear  on  human  machinery  exactly  as  he  al- 
ways did  for  the  wear  and  tear  on  metal  machinery,  cost  of 
raw  material,  wages  of  labor  or  any  other  essential  factor  in 
the  production  of  the  goods. 

The  natiure  of  compensation  laws. — Compensation  laws  are 
broadly  divided  into  two  groups,  the  compulsory  and  the  vol- 
untary. In  some  States  the  adoption  of  the  compensation  prin- 
ciple is  compulsory  for  certain  enumerated  "hazardous"  in- 
dustries of  a  private  character  and  voluntary  for  others,  but 
is  usually  compulsory  in  regards  to  employees  of  the  State  and 
for  nearly  all  employments;  and  in  still  other  States  is  entirely 
voluntary  for  employments  in  general.^    But  where  acceptance 

'  See  Appendix  XXI. 
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of  the  compensation  principle  is  voluntary  or  optional  the  privi- 
lege is  more  nominal  than  real,  because  in  the  absence  of  ac- 
ceptance the  employer  loses  certain  legal  defences  and  the 
workman  certain  benefits,  which  loss  makes  it  to  their  interest 
to  accept  the  compensation  act^  An  employer  who  belongs  in 
one  of  the  specified  groups  or  who  voluntarily  elects  the  com- 
pensation system  thereby  exchanges  his  liability  to  be  sued  for 
damages  for  a  specified  and  limited  liability  under  the  compen- 
sation law.  Failure  to  accept  the  compensation  law,  however, 
subjects  the  employer  to  the  loss  of  the  common-law  defences 
previously  referred  to.  The  employee  is  presumed  to  accept 
unless  he  specifically  declines. 

General  opinion  now  seems  to  incline  toward  the  universally 
compulsory  act  as  the  best  form  of  law.  It  is  very  common, 
however,  to  find  that  State  laws  do  not  apply  to  casual  labor, 
workers  who  perform  duties  at  their  homes,  domestic  servants 
and  farm  laborers.  Some  State  laws  do  not  cover  what  are 
considered  as  non-hazardous  industries  and  small  establish- 
ments.* These  exceptions  have  little  to  recommend  them  except 
expediency  and  are  rarely  founded  upon  any  sound  reasoning. 
Prior  to  the  adoption  of  the  compensation  principle  it  was  a 
general  practise  for  employers  to  compel  prospective  employees 
to  "contract  away"  their  legal  remedy  for  injury  but  this  is  uni- 
versally prohibited  by  compensation  acts. 

Accidents  covered  by  the  laws. — ^A  common  definition  of 
the  injuries  covered  is  "disability  or  death  resulting  from  an 
accidental  personal  injury  sustained  by  the  employee  arising  out 
of  and  in  the  course  of  his  employment,  except  where  the  in- 
jury is  occasioned  by  the  wilful  intention  of  the  injured  em- 
ployee or  where  the  injury  results  solely  from  intoxication."  In 
the  latter  two  cases,  no  compensation  is  payable  under  the  act. 
It  is  sufficient  to  point  out,  without  entering  upon  the  various  in- 
terpretations given  by  the  courts  of  the  above  provision,  that 
an  injury  "in  the  course  of  employment"  may  not  "arise  out 
of*  it.  For  instance,  a  workman  unloading  rails  may  attempt 
to  light  a  cigar  and  set  fire  to  his  clothes.  The  accident  occurs 
while  working  but  is  not  connected  with  the  duties  for  which 
he  is  engaged.  In  some  States  the*  laws  cover  accidents  in  the 
course  of  employment,  whether  arising  therefrom  or  not,  and  in 

'See  Appendix  XXI. 
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a  few  States  the  bws  cover  industrial  disease.  The  acts  apply 
to  accidents  occurring  within  or  without  the  State  in  about  one- 
third  of  the  States^  in  another  one-third  only  to  accidents  occur- 
ring within  the  State,  and  in  the  remaining  States  the  laws 
are  not  explicit  in  this  respect. 

Beneficiaries. — ^Where  the  employee  is  injured  he  himself 
is  entitled  to  the  benefits,  while  in  case  of  death  fhey  go  to  his 
beneficiaries.  Although  many  States  provide  a  uniform  sum  or 
percentage  of  wages,  in  at  least  eighteen  States  the  compensa- 
tion varies  with  the  number  and  character  of  dependent  per- 
sons. Children  are  provided  for  in  many  cases  until  they  are 
sixteen  to  eighteen  years  of  age,  and  widows  until  remarriage. 
Some  limitation  is  usually  placed  upon  the  number  of  depend- 
ents; for  example,  an  act  may  include  only  dependent  parents, 
widow  or  widower  and  children  who  are  under  sixteen  years 
of  age.  If  none  of  these  exist,  brothers  and  sisters  may  be 
brought  within  the  scope  of  the  act.  Aliens  ordinarily  receive 
special  treatment. 

In  order  to  reduce  the  costs  of  the  act  to  a  reasonable  figure, 
the  many  minor  injuries  are  eliminated  from  consideration  by 
the  provision  of  a  "waiting  period."  Usually,  the  loss  of  time 
involved  must  amount  to  at  least  two  weeks  before  compensa- 
tion becomes  payable.  In  some  States,  the  compensation  dates 
from  the  date  of  the  injury  and  in  others  from  the  expiration 
ol  the  waiting  period,  the  latter  being  more  common.  Such  a 
provision  is  often  a  hardship  upon  the  workman  but  seems  nec- 
essary to  prevent  the  otherwise  excessively  high  cost  of  the 
act,  to  reduce  administrative  work,  and  to  prevent  pretended  in- 
jury. 

Benefits  paid. — ^The  laws  vary  widely  as  to  the  scale  of  bene- 
fits  paid.  Four  contingencies  are  practically  universally  cov- 
ered; total  disability,  partial  disability,  specific  injuries  and 
death.  Of  these,  some  are  permanent  and  some  temporary.  It 
will  be  sufficient  to  cite  one  fairly  typical  law  which  is  neither 
extremely  liberal  nor  exceedingly  strict,  that  of  Pennsylvania. 
Arranging  and  summarizing  its  provisions  in  order  to  save 
space  and  the  reader's  time,  they  are  as  follows: 

1.  Total  disability. — For  the  first  500  weeks  after  the  tenth 
day  of  total  disability,  60  per  cent  of  the  wages  of  the  injured 
employee,  not  to  exceed  $12  per  week  nor  to  be  less  than  $6 
per  week.    The  total  payment  is  also  limited  to  $5,000. 
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2.  Partial  disability. — Sixty  per  cent  of  the  difference  be- 
tween the  wages  of  the  employee  before  injury  and  his  wages 
after  the  injury,  but  not  more  than  $12  per  week  nor  less  than 
$6  per  week,  payable  for  a  maximum  period  of  300  weeks. 

3.  Specific  injuries. 

Loss  of  one  hand — 60  per  cent  of  wages  for  175  weeks. 

Loss  of  one  arm — 60  per  cent  of  wages  for  215  weeks. 

Loss  of  one  foot — 60  per  cent  of  wages  for  150  weeks. 

Loss  of  one  leg — 60  per  cent  of  wages  for  215  weeks. 

Loss  of  one  eye — 60  per  cent  of  wages  for  125  weeks. 

Loss  of  two  members — 60  per  cent  of  wages  for  the  aggre- 
gate of  the  periods  specified  for  each.  If  such  accident  should 
cause  total  disability  the  above  benefits  are  not  to  exceed  $12 
per  week  nor  to  be  less  than  $6  per  week. 

4.  Death: 

a.  To  a  child  or  children  if  there  be  no  widow  or  widower 
entitled  to  compensation — 30  per  cent  of  the  wages  of  the  de- 
ceased with  10  per  cent  additional  for  each  child  in  excess  of 
two.    The  maximum  is  60  per  cent  of  wages  for  300  weeks. 

b.  To  a  widow  or  widower  without  children — 40  per  cent 
of  wages. 

c  To  a  widow  or  widower  with  one  child — 50  per  cent  of 
wages. 

d.  To  a  widow  or  widower  with  two  children  or  more — 60 
per  cent  of  wages. 

e.  In  the  absence  of  any  of  the  above  dependents,  then  to 
a  dependent  father  or  mother — 20  per  cent  of  the  wages  if  such 
person  is  partially  dependent  and  40  per  cent  if  wholly  depend- 
ent. 

f.  In  the  absence  of  any  dependents  described  above,  then 
to  a  dependent  brother  or  sister — 15  per  cent  of  the  wages  of 
the  deceased  and  5  per  cent  additional  for  each  additional 
brother  or  sister,  up  to  a  maximum  of  25  per  cent. 

5.  Burial  expenses. — In  all  cases  the  reasonable  expenses  of 
the  last  sickness  and  the  burial  of  the  deceased  are  to  be  paid  to 
the  amount  of  one  hundred  dollars. 

6.  Medical  and  surgical  aid. — During  the  first  thirty  days 
after  disability  the  employer  is  required  to  furnish  reasonable 
surgical,  medical  and  hospital  care,  medicines  and  supplies  up  to 
the  amount  of  one  hundred  dollars, 
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Since  the  purpose  of  the  compensation  act  is  to  provide  sup- 
port to  the  injured  person  or  his  dependents,  the  benefits  are 
paid  weekly  or  monthly  in  the  same  manner  as  the  wages  were 
paid.  The  injured  party  or  his  dependents  may,  however, 
apply  for  the  entire  amount  in  a  single  payment,  and  if  they  are 
able  to  convince  the  compensation  board  of  the  desirability  of 
such  an  adjustment  the  board  may  grant  it  with  proper  allow- 
ance for  interest.  In  some  States  six  months  must  elapse  be- 
fore such  an  application  can  be  made,  this  provision  being 
designed  as  a  protection  against  a  hasty  decision  on  the  part  of 
the  injured  party  or  the  beneficiary.  It  will  also  be  noted  from 
the  above  scale  of  benefits  that  the  indemnity  promised  to  the 
injured  party  depends  not  only  upon  the  wages  which  he  was 
earning  at  the  time  of  the  injury  but  also  upon  the  number  of 
persons  dependent  upon  him,  the  closeness  of  their  relation  and 
the  degree  of  dependency. 

The  provisions  regarding  administration  may  be  grouped 
under  four  heads;  the  reporting  of  injuries,  agreement  be- 
tween employers  and  employees,  hearings  of  disputed  claims 
and  appeals  of  the  courts.  The  laws  of  the  States  with  refer- 
ence to  accident-reporting  are  as  varied  as  the  colors  of  the 
rainbow.  Only  nineteen  require  all  accidents  to  be  reported, 
while  many  require  the  reporting  of  accidents  resulting  in  over 
two  or  three  days  disability.  In  some  States  all  employers  are 
required  to  report  accidents ;  in  others  only  a  few  are  so  re- 
quired. In  addition  accident-reporting  laws  are  often  inade- 
quately enforced. 

Settlement  of  claims. — It  is  common  in  compensation  acts  to 
provide  for  the  settlement  of  claims  by  injyred  workmen 
through  voluntary  agreements  with  employers.  In  such  cases 
the  agreement  must  be  filed  with  the  compensation  com- 
mission for  approval,  in  order  to  protect  the  employee 
against  persons  who  would  otherwise  attempt  to  compromise 
on  the  amount  justly  due  him.  Three-fourths  of  the  States 
having  compensation  laws  have  an  arrangement  of  this  type. 
If  the  claim  cannot  be  amicably  adjusted  in  this  manner  the 
rights  of  the  parties  must  be  decided  by  some  State  tribunal.  In 
some  States,  however,  where  all  risks  are  insured  in  a  State 
fund,  the  compensation  is  paid  by  the  fund  upon  the  applica- 
tion of  the  injured  employee  or  his  dependents. 
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In  the  States  where  no  compensation  commission  exists  the 
claims  in  disputed  cases  are  presented  to  the  inferior  courts  for 
setdement;  where  commissions  exist,  the  claims  go  either  to  the 
commission  or  to  some  subordinate  officials  appointed  by  the 
commission.  These  latter  consist  either  of  individual  members 
of  the  commission,  arbitration  committees  or  referees.  In 
all  cases  the  referee  or  arbitration  committee  is  given  most  of 
the  powers  of  a  court,  but  legal  forms  and  procedure  are  elim- 
inated as  far  as  possible  in  order  to  preserve  the  rights  of  the 
injured  party  and  to  avoid  technicalities.  The  object  of  these 
provisions  is  to  keep  as  many  cases  as  possible  out  of  the  courts, 
which  used  to  be  swamped  under  the  negligence  system  with 
suits  for  damages. 

The  parties  are  not  wholly  deprived  of  their  right  of  appeal 
to  the  courts,  however.  While  the  findings  of  the  commission 
or  its  referee  as  to  facts  are  considered  as  final,  matters  of  law 
are  treated  otherwise.  Thus,  either  party  may  appeal  to  the 
courts  for  the  interpretation  of  an  expression  in  the  act, — as 
for  example,  what  is  an  injury? — ^but  not  to  decide  whether, 
for  example,  a  person  was  intoxicated  when  injured,  which  is  a 
matter  of  fact. 

Insurance  requirements. — One  of  the  most  important  pro- 
visions of  a  compensation  act  is  that  relating  to  insurance.  It 
would  not  be  sufficient  to  make  employers  liable  for  compensa- 
tion without  providing  some  guarantee  that  the  same  will  be 
paid.  In  the  majority  of  States  this  is  accomplished  by  compel- 
ling the  employer  to  insure  the  risk.  In  five,  however,  the  only 
security  the  employee  has  is  the  provision  making  compensation 
payments  preferred  claims  against  the  property  of  the  employer. 
In  the  States  where  insurance  is  required  the  arrangements 
vary.'  In  some  cases,  a  State  insurance  fund  is  put  in  operation 
which  is  virtually  a  mutual  association  supervised  by  the  State 
and  this  made  the  sole  acceptable  form  of  insurance.  The 
State  here  has  a  monopoly  of  the  compensation  insurance  busi- 
ness. In  other  States  the  employer  may  insure  in  the  State 
fund  or  in  some  recognized  mutual.  In  still  others  he  has  the 
choice  of  the  State  fund,  a  mutual  association  or  a  stock  com- 
pany. These  do  not  always  compete  on  equal  terms,  the  stock 
company's  rates  in  some  States  being  fixed  at  a  figure  higher 

'See  Appendix  XXII. 
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than  the  other  insurers.  In  most  of  the  States  self -insurance  is 
permitted,  the  employer  being  required  to  comply  with  more  or 
less  strict  requirements,  as  the  case  may  be,  in  order  to  satisfy 
the  commission  that  he  is  able  to  carry  his  own  risk. 

Space  does  not  permit  a  summary  of  the  provisions  intended 
to  prevent  accidents  but  it  may  be  said  that  in  general  they  are 
woefully  inadequate,  the  laws  being  usually  very  defective,  their 
enforcement  very  lax  and  the  inspectors  insufficient  in  num- 
ber. 

The  above  summary  is  merely  intended  to  give  a  general  sur- 
vey of  the  nature  of  the  compensation  laws  existing  in  the 
United  States.  It  will  be  apparent  from  what  has  been  said 
that  the  laws  all  vary  to  a  greater  or  lesser  degree  and  an  em- 
ployer can  only  ascertain  his  duties  and  an  employee  his  rights 
by  a  careful  inspection  of  the  law  in  the  state  or  states  where 
they  are  engaged  in  doing  business. 

Methods  of  insiurance. — ^We  find  four  methods  of  insurance 
in  vogue  for  the  protection  of  employers  against  the  legal 
liability  imposed  by  a  compensation  act;  insurance  in  a  stock 
company,  in  a  mutual  or  reciprocal,  in  a  State  fund,  or  self-in- 
surance. Which  of  these  forms  is  superior  has  not  as  yet  been 
finally  determined.  All  of  them  are  competing  for  business  and 
rival  claims  are  urged  upon  the  attention  of  the  prospects  re- 
garding the  respective  benefits  under  these  plans.  Here  we 
can  only  mention  the  advantages  claimed  by  the  champions  of 
the  various  methods  and  the  disadvantages  set  forth  by  their 
opponents. 

The  stock  company  is  a  corporation  organized  for  profit, 
having  a  capital  stock  on  which  it  is  desired  to  earn  dividends. 
The  contract  it  offers  is  a  perfectly  definite  one,  the  premium 
being  named  in  advance  and  the  policy-holder  never  being 
called  upon  to  pay  anything  additional.  If  the  premium  col- 
lected is  inadequate  the  deficit  is  met  from  the  capital  and 
surplus  of  the  stockholders.  The  insurance  laws  have  been 
framed  to  provide  a  careful  regulation  of  the  methods  followed 
by  such  companies  in  doing  business  and  are  designed  to  insure 
their  solvency,  a  feature  which  is  very  important  in  compensa- 
tion insurance,  where  payments  to  an  injured  party  often  extend 
over  many  years.  The  capital  and  surplus  together  form  a  mar- 
gin to  work  with  which  protects  the  policy-holders,  a  good 
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company  having  a  capital  and  surplus  proportionate  to  the 
amount  of  business  it  does.  This  fund  protects  the  policy- 
holder against  large  and  unforeseen  catastrophes  and  unfortu- 
nate underwriting  experience.  Ordinarily  the  stock  company  is 
of  considerable  size  and  does  business  over  a  wide  territory. 
As  a  result  its  risks  are  of  a  most  diverse  character  and  widely 
scattered,  two  features  which,  as  we  have  seen,  conduce  to  the 
proper  and  regular  working  of  the  law  of  average  on  which 
insurance  is  founded.  It  is  also  argued  that  the  best  manage- 
ment will  be  found  in  the  stock  company  because  the  self-inter- 
est of  the  stockholders  will  impel  them  to  see  that  the  concern 
is  economically  and  efficiently  managed.  The  management  of 
the  stock  company  is  theoretically  free  from  political  entangle- 
ments and  permanent  in  character.  The  stock  companies 
obtain  their  business  through  a  system  of  agents  who  receive 
a  commission  on  the  business  they  write.  In  return,  it  is  said 
that  the  agent's  services  are  valuable  in  selecting  risks,  in  edu- 
cating the  policy-holder  and  in  giving  service  to  the  employer. 
The  mutual  association^  has  no  capital  stock  and  consists  of  a 
number  of  employers  who  form  a  group  in  which  every  member 
is  an  insurer  as  well  as  an  insured.  The  policy-holders  control 
the  management  and  since  no  dividends  are  paid  a  member  is 
entitled  to  any  savings  which  result  on  the  estimated  cost  but 
likewise  assumes  the  obligation  of  making  good  any  deficit. 
Since  there  are  no  dividends  to  be  paid  and  usually  very  litde 
in  the  way  of  commissions  to  agents,  the  mutuals  claim  to  be 
able  to  do  business  at  a  much  lower  cost  than  the  stock  com- 
panies. The  association  is  controlled  by  the  policy-holders  and 
since  the  officers  are  usually  policy-holders,  it  is  maintained 
diat  the  association  will  always  be  operated  in  the  interest  of, 
and  for  the  benefit  of  the  policy-holders.  Although  the  stock 
company  operates  over  a  wider  territory,  the  mutual  in  a  defi- 
nite locality  has  the  advantage  of  strictly  enforcing  high  stand- 
ards of  prevention  and  protection  which  reduce  accidents  and 
consequently  cost.  In  addition,  the  risks  may  be  very  carefully 
inspected  so  as  to  give  a  select  group  on  which  losses  may  be 
miKrh  lower  than  on  a  group  of  risks  indiscriminately  selected. 
It  is  possible  for  a  mutual  to  render  a  great  service  in  the  pre- 
vention of  accidents,  because  the  cost  of  insurance  is  directly 
dependent  upon  these  accidents  and  any  accidents  which  the 

'8«e  Appendix  X3rVTI 
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employers  prevent  are  unquestionably  and  directly  a  benefit 
to  themselves.  Such  prevention  would  also  be  beneficial  in  the 
stock  company  if  the  rates  were  lowered  as  a  consequence, 
which  is  the  case  under  the  experience  rating  system  described 
later. 

The  reciprocal  Is  in  many  respects  similar  to  a  mutual.  Here 
however,  an  attorney-in-fact  who  controls  the  operation  of  the 
reciprocal  is  appointed  to  represent  the  members.  The  mem- 
bers are  liable  for  assessments  as  in  a  mutual  and  there  is 
often  some  attempt  to  limit  the  extent  of  an  assessment,  al- 
though the  legality  of  this  is  questionable.  It  will  be  evident 
that  the  success  of  the  reciprocal  is  very  largely  dependent  upon 
the  integrity  and  ability  of  the  attorney-in-fact. 

The  State  fund  is  a  mutual  created  and  managed  by  the 
State  and  usually  receiving  certain  privileges  therefrom,  such 
as  immunity  from  taxation  or  the  assistance  of  a  fund  to  start 
business.*  The  rates  for  insurance  are  usually  lower  in  the  State 
fund  and  may  be  reduced  still  further  by  the  return  of  divi- 
dends. It  is  claimed  that  the  insurance  is  cheaper  by  reason 
of  efficient  management  in  the  interests  of  the  public. 
Inasmuch  as  some  of  the  expenses  of  this  fund  are  often 
defrayed  by  the  State  it  is  difficult  to  compare  satis- 
factorily the  cost  of  this  insurance  with  the  cost  under 
the  stock  and  mutual  plans.  In  some  cases  the  law 
provides  that  insurers  in  this  fund  are  absolutely  relieved  of  all 
liability  for  payments  of  compensation,  and  under  these  cir- 
cumstances the  employer  gets  absolute  security.  The  State  fund 
usually  provides  no  indemnity  against  liability,  however,  so  that 
in  cases  where  through  a  legal  technicality  the  injured  party 
might  sue  the  employer,  it  would  inadequately  protect  him. 
This  fund  is  sometimes  made  a  monopoly,  and  in  this  case  it 
eliminates  all  the  vast  wastes  of  competition  and  avoids  the 
expense  of  duplication  of  personnel  and  facilities  which  other- 
wise would  be  necessary.  It  is  claimed,  on  the  other  hand,  that 
this  is  an  invasion  of  the  private  rights  of  individuals  and  that 
the  State  is  virtually  depriving  private  insurers  of  the  right  to 
do  business.  The  State  fund,  if  of  a  competitive  character, 
forms  an  effective  and  valuable  means  of  compelling  reason- 
able rates  and  efficient  service  on  the  part  of  the  private  com- 
panies.    Many  such  funds  have  been  criticized,  however,  as 

•  Sec  Appendix  XXVIII  for  a  rtatcment  of  a  State  fund's  operation. 
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being  wasteful  and  inefficient.  The  policy-holders  have  only 
an  indirect  voice  in  the  management  of  the  enterprise.  In  case 
of  insolvency,  either  employers  will  have  to  contribute  through 
assessments  or  else  employees  will  suffer  through  failure  to  re- 
ceive the  compensation  due.  It  is  important  to  notice  the  argu- 
ment that,  since  many  compensation  laws  make  insurance  com- 
pulsory, agents  and  their  commissions  are  an  unnecessary  waste 
and  that  if  the  State  compels  a  man  to  insure  it  should  also 
secure  for  him  a  means  of  doing  so  at  the  least  possible  cost 
and  in  the  best  manner. 

Self-insurance  is  the  carrying  by  an  employer  of  his  own  risk 
by  periodically  setting  aside  amounts  in  a  fund  to  pay  losses 
when  incurred.  By  this  method  the  employer  saves  all  the 
expense  incidental  to  the  organization  of  an  insurance  company 
and  is  assured  of  paying  only  the  cost  of  his  own  industry.  He 
need  not  worry  about  the  equitableness  of  rates  as  between  his 
industry  and  other  industries,  or  between  himself  and  others 
in  the  same  industry.  This  plan  is  most  directly  connected  with 
the  subject  of  accident  prevention.  Any  accidents  prevented 
will  immediately  and  directly  accrue  to  the  advantage  of  the 
individual  employer  and  it  consequently  furnishes  a  powerful 
incentive  to  provide  every  means  of  safety;  in  other  plans  the 
amount  saved  through  accident  prevention  may  or  may  not  go 
to  the  employer  who  makes  the  greatest  efforts  in  this  direction. 
But  the  employer  assumes  all  the  trouble  and  expense  which 
would  be  taken  care  of  by  the  insurance  company  if  he  insured 
in  a  private  company,  and  the  employee  runs  the  risk  of  find- 
ing the  employer  unable  to  pay  claims  when  due.  A  catastrophe 
involving  a  large  loss  may  exceed  the  employer's  assets,  forc- 
ing him  into  insolvency.  Furthermore,  it  is  difficult  for  the 
State  to  keep  watch  of  his  financial  condition  for  the  protection 
of  employees;  an  employer  who  is  solvent  today  may  be  insol- 
vent tomorrow.  The  employer  is  directly  interested  in  reduc- 
ing claims  and  may  therefore  try  to  deprive  workmen  of  the 
benefits  properly  due  them ;  but  it  has  recently  been  claimed  that 
other  insurers  have  tried  to  do  this  same  thing. 

The  compensation  policy. — ^This  differs  from  the  liability 
contract  in  that  the  amounts  payable  are  limited  only  by  the 
compensation  law  of  the  State  and  the  contract  is  as  much  for 
the  protection  of  the  employee  as  the  employer.  The  provi- 
sions relating  to  premium  payments  are  very  similar  to  those 
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of  the  liability  policy  and  likewise  the  sums  and  events  covered, 
with  the  exception  noted  above.  The  contract  is  for  one  year, 
with  privilege  of  cancellation  by  either  party.  Certain  legal 
provisions  are  incorporated  which  make  the  contract  a  real 
protection  to  the  employee.  The  provisions  applying  after  an 
accident  are  very  similar  to  those  found  in  the  liability  contract, 
with  the  exception  of  that  relating  to  insurance  in  more  than 
one  company.  The  provisions  of  the  contract  are  very  clearly 
set  forth  in  the  document  itself,  which  is  reproduced  in  an 
appendix.^  • 

^  Workmen's  compensation  rates. — Workmen's  compensa- 
tion rates,  like  liability  insurance  rates,  are  made  by  concerted 
action.  The  most  important  rate-making  body  is  the  National 
Council  of  Workmen's  Compensation  Insurance,  a  central  body 
composed  of  the  representatives  of  stock  companies,  mutual 
associations  and  State  rating  boards,  whose  object  is  to  form  a 
central  clearing  house  for  the  exchange  of  ideas  and  for  the 
solution  of  statistical  problems  connected  with  rate-making. 
Tht  work  of  this  organization  is  chiefly  accomplished  through 
committees,  on  which  the  various  members  are  represented,  the 
results  of  the  conmiittees'  efforts  being  adopted  by  the  members 
of  the  council.  Many  States  have  Compensation  Rating 
Boards,  however,  which  exercise  jurisdiction  over  the  rates  in 
their  territory  and  are  not  compelled  to  adopt  the  conclusions 
reached  by  the  National  Council.  Because  of  its  national  char- 
acter and  the  completeness  of  its  representation,  however,  the 
National  Council  is  probably  the  most  important  single  rate- 
making  body  in  the  United  States. 

Compensation  rates  may  fundamentally  be  divided  into  two 
classes;  manual  rates  and  merit  rates.  The  former  are  pub- 
lished in  a  manual  and  show  for  each  classification  of  industries 
the  rate  which  it  would  be  necessary  to  charge  in  order  to  pay 
the  average  losses  and  expenses  of  that  classification  for  the 
country  as  a  whole  and  yield  a  reasonable  profit  to  the  com- 
pany.^ But  the  manual  rate,  while  most  important  as  a  starting 
point  for  all  rates,  is  not  necessarily  the  final  rate  charged  to 
the  purchaser  of  insurance.  In  order  to  do  justice  between 
individual  employers  schedule  rates  have  been  devised  which 
take  into  account  the  tangible  features  of  the  individual  risk, 
and  also  experience  rates  which  are  based  upon  the  past 

*See  Appendix  XXIII. 

*  See  Appendices  XXIV  and  XXV. 
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history  of  the  risk  in  question.  We  will  begin,  however,  with 
a  consideration  of  the  manual  rates,  inasmuch  as  these  form  the 
basis  of  the  compensation  rating  system. 

A  rate  to  be  adequate  must  be  sufficient  to  cover  three  items 
of  cost;  (1)  the  pure  premium  which  covers  the  amount  ex- 
pected to  be  paid  in  benefits,  (2)  the  loading  for  expenses 
sufficient  to  cover  the  cost  of  management  and  obtaining  busi- 
ness and  (3)  the  profit  of  a  stock  company.  In  computing  the 
pure  premium  it  is  necessary  to  obtain  an  amount  which  will  be 
sufficient  to  cover  not  merely  the  initial  benefits  paid  under 
policies  but  the  ultimate  benefits,  which  may  extend  over  a  long 
period  of  years.  This  involves  an  estimate  of  the  outstanding 
liabilities  of  a  compensation  insurance  company  and  renders 
the  problem  more  difficult  than  it  otherwise  would  be.  Likewise, 
we  find  that  many  industries  are  so  inadequately  represented 
in  some  States  that  the  experience  of  such  industries  classi- 
fied by  States  is  too  meagre  for  rate-making  purposes.  To 
avoid  the  latter  condition  a  statistical  assumption  must  be  em- 
ployed. This  latter  point  must  be  immediately  disposed  of  as 
it  is  a  fundamental  part  of  the  compensation  rate-making  sys- 
tem. 

Since,  for  example,  we  cannot  depend  upon  the  past  experi- 
ence on  coal  mining  in  Michigan  to  fix  a  rate  for  coal  mines  in 
that  State,  nor  upon  the  experience  on  clothing  manufacturing 
in  Arizona  to  determine  a  premium  on  this  industry  in  that 
particular  State,  and  since,  in  fact,  there  are  many  industries 
which  are  not  adequately  represented  in  all  States,  the  differ- 
ence between  the  pure  premiums  on  various  industries  must  be 
determined  primarily  on  the  basis  of  the  experience  on  each  in- 
dustry in  the  country  as  a  whole  or  at  least  in  several  States. 
This  means  a  comparison  of  the  losses  per  $100  of  payroll  on 
contracting  work,  for  example,  as  compared  with  the  losses  per 
$100  of  payroll  on  bakeries.  But  the  various  States  have  dif- 
ferent compensation  laws  and  the  losses  will  be  influenced  by 
the  provisions  of  the  acts.  In  other  words,  as  the  losses  stand, 
they  are  not  comparable,  and  before  being  added  together  to 
arrive  at  the  general  experience,  must  be  reduced  to  a  common 
level.  For  this  purpose  a  reduction  factor  must  be  computed 
which  will  approximately  measure,  for  instance,  the  difference 
between  the  liberality  of  the  New  York  law  and  the  liberality 
of  the  Pennsylvania  law.  This  reduction  factor  is  dependent 
upon  two  processes.    For  death  and  permanent  total  disability 
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Ipsses,  the  average  cost  per  case  is  determined  from  past  ex- 
perience in  each  State,  and  by  multiplication  there  can  be  found 
what  New  York  accidents  would  have  cost  in  Pennsylvania  or 
what  Pennsylvania  accidents  would  have  cost  in  New  York.  As 
regards  minor  injuries  and  other  benefits,  the  two  States  are  re- 
duced to  a  parity  by  the  comparison  of  payrolls  and  losses,  thus 
finding  what  the  cost  of  the  benefits  paid  in  Pennsylvania  would 
have  been  if  the  payroll  of  Pennsylvania  were  the  same  as  the 
payroll  of  New  York.  These  two  types  of  calculations  are 
necessary  because  the  proportion  of  serious  injuries  to  the  total 
number  varies  between  States,  due  to  the  character  of  the 
industries. 

When  by  this  method  one  or  more  reduction  factors  have 
been  found  for  each  State,  the  losses  for  the  country  as  a  whole 
can  be  grouped  together  for  individual  industries  and  compared 
with  the  payrolls  of  individual  industries.  This  comparison 
shows  the  loss  which  is  to  be  expected  upon  each  $100  of  pay- 
roll, on  the  average,  in  each  industry.  This  might  be  $1  for 
a  gas  works  or  $2  for  manufacturing  cast  iron  pipe,  to  assume 
figures  for  illustration.  These  are  the  initial  pure  premiums. 
But  such  a  premium  would  only  cover  the  initial  loss  as  shown 
to  date,  whereas  the  company's  liability  upon  many  claims  will 
not  expire  for  years.  Some  allowance  must  be  made  therefore 
to  bring  this  initial  loss  up  to  the  ultimate  loss,  and  the  initial 
pure  premium  is  therefore  multiplied  by  a  factor  based  upon 
experience  and  designed  to  accomplish  this  result.  Another 
factor  is  introduced  to  allow  for  a  period  of  industrial  activity 
or  industrial  depression,  because  during  the  former  the  accident 
rate  increases  under  the  stress  of  overwork  while  during  the 
latter  the  accident  rate  tends  to  decrease.  It  has  happened  in 
the  past  that  the  companies'  estimates  of  outstanding  liabilities 
have  been  insufficient,  being  underestimates  rather  than  over- 
estimates, and  another  factor  is  introduced  to  take  care  of  this. 

It  is  also  necessary  to  take  into  account  the  difference  in  the 
various  State  laws.  Some  are  much  more  severe  upon  the 
employer  than  others,  and  from  past  experience  it  may  be  ascer- 
tained that  a  given  number  of  accidents  are  to  certain  degree 
more  expensive  in  one  State  than  they  are  in  the  State  which  is 
being  used  as  a  basis  for  rate-making.  For  this  State,  therefore, 
the  rates  must  be  increased  by  a  percentage  sufficient  to  take 
care  of  this  difference.  The  rates  of  other  States  may  have  to 
be  reduced  by  reason  of  their  leniency  towards  the  employer 
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and  his^  insurer.  This  is  merely  reversing  the  process  used  in 
finding  the  reduction  factors  and  a  factor  in  the  computation 
takes  care  of  this  element.  Finally,  the  calculations  based  on 
past  results  are  "projected"  so  as  to  more  nearly  approximate 
the  conditions  of  the  future  and  a  flat  sum  may  be  added  to 
allow  for  contingencies,  such  as  catastrophes.  Although  this 
should  be  covered  by  the  preceding  factors  it  is  good  under- 
writing practice  to  allow  some  margin  for  unexpected  events  of 
this  character. 

Summing  up,  the  computation  of  the  pure  premium  takes 
the  following  form : 

Initial  Pure  Premium 

X  Factor  for  outstanding  liabilities 

X  Factor  for  industrial   activity 

X  Factor  for  underestimate  of  outstanding  losses 

X  Law  di6Ferential 

+  Allowance  for  catastrophe 

=  Pure  premium 

Assuming  figures  for  the  various  factors,  the  computation  of  the 
premium  is  as  follows:  $.20  (1.20  X  1.15  X  1.02  X  1.33) 
-(-  .01=  .37.  To  this  must  be  added  an  allowance  for  expenses 
and  profit,  and  the  result  will  be  the  manual  rate. 

In  the  rate  manual  this  information  is  presented  in  the  fol- 
lowing way.  Opposite  the  name  of  each  risk  classification 
appears  a  figure,  as,  for  example,  2,214,  2,837,  etc.  On  a 
separate  sheet  is  given  the  meaning  of  these  symbols  in  manual 
rates  for  individual  States.'  Other  systems  of  presenting  re- 
sults have  also  been  used. 

Merit  rating. — ^The  manual  rate  in  compensation  insurance 
may  be  superseded  by  (1)  a  schedule  rate  or  (2)  an  ex- 
perience rate.  We  will  proceed  to  consider  these  two  systems 
of  rating  in  the  order  given. 

Schedule  rating. — ^The  system  of  schedule  rating  is  designed 
to  measure  the  visible  elements  of  hazard  and  to  fix  the  rate 
according  to  the  results,  of  this  measurement.  The  process 
includes  briefly  the  following  steps : 

a.  The  establishment  of  certain  standards  of  safety  in  indus- 
trial plants  and  operations. 

b.  The  inspection  of  risks  to  determine  how  nearly  such 
risks  approach  or  excel  the  standards  established. 

*Por  a  sample  page  of  manual  and  rate  sheet  see  Appendices  XXIV  and  XXV. 
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whereas  the  net  result  of  the  application  of  the  system  should 
be  the  collection  of  an  equal  amount  of  premiums  from  the 
total  number  of  risks.  The  loss  in  premiums  from  risks  which 
are  above  the  average  should  be  exactly  counterbalanced  by 
the  additional  premiums  collected  from  risks  which  are  below 
the  average.  In  practice,  also,  the  establishment  of  arbitrary 
credit  limits  has  checked  the  incentive  towards  the  prevention 
of  accidents. 

Experience  rating. — ^This  is  designed  to  measure  both  the 
intangible  and  tangible  elements  of  hazard  by  comparing  the 
loss  experience  of  the  individual  risk  with  the  loss  experience 
of  a  group  of  risks,  with  the  idea  of  modifying  the  manual 
rate  favorably  or  unfavorably  as  the  comparison  is  favorable 
or  unfavorable.  Ordinarily  such  a  plan  is  limited  to  risks 
with  a  payroll  of  a  certain  size  and  a  loss  experience  cover- 
ing three  or  four  years.  The  process  is  divided  into  the  fol- 
lowing steps: 

a.  The  insured  submits  a  schedule  showing  his  audited  pay- 
roll for  the  required  period  and  the  losses  which  have  oc- 
curred during  that  period,  classified  according  to  their  char- 
acter. 

b.  These  schedules  are  analyzed  to  find  what  proportions 
of  the  premium  are  paid  for  deaths  and  permanent  total  dis- 
ability and  for  temporary  disability  and  medical  benefits. 

c.  The  losses  are  similarly  analyzed  so  as  to  show  in  detail 
the  actual  experience  of  the  risk  in  question. 

d.  If  the  comparison  of  losses  with  premiums  is  favorable, 
the  insured  is  entitled  to  a  percentage  reduction  of  the  manual 
rate  and  if  unfavorable,  the  manual  rate  is  increased. 

The  advantages  of  experience  rating  are  the  following: 

a.  It  enables  the  owner  of  a  good  risk  to  obtain  some  reduc- 
tion from  the  rate  charged  the  average  risk  of  the  class. 

b.  It  is  a  form  of  merit  rating  which  is  applicable  to  all 
risks,  whereas  schedule  rating  could  hardly  be  applied  to  an 
industry  like  the  contracting  business. 

c.  It  covers  the  invisible  elements  of  hazard. 

d.  The  experience  rating  plan,  if  satisfactorily  worked  out, 
^ves  the  insured  in  a  stock  company  or  mutual  the  principal 
advantage  of  self-insurance;  that  is,  efforts  toward  prevention 
directly  benefit  him  by  the  reduction  of  his  premiums. 
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Liability  and  compensation  insurance  reserves. — ^As  with 
other  forms  of  insurance,  the  state  has  here  intervened  for 
the  protection  of  the  policy-holders.  In  the  early  days  of  lia- 
bility insurance,  the  reserves  kept  were  at  the  discretion  of  the 
insurance  company  and  were  based  upon  the  officials'  estimates 
of  what  was  necessary.  The  protection  afforded  to  the  policy- 
holder by  the  State  must  provide  that  the  insurance  company 
shall  not  use  the  premiums  of  the  policy-holder  until  it  renders 
the  protection  for  which  such  premiums  have  been  paid,  an 
object  which  the  law  accomplishes  by  two  kinds  of  reserves. 
These  are  (1)  the  unearned  premium  reserve  and  (2)  the 
loss  reserve. 

The  unearned  premium  reserve  consists  of  the  unearned 
premiums  as  ascertained  by  an  approximate  method  of  cal- 
culation. This  reserve  in  liability  and  compensation  insur- 
ance is  no  different  from  the  reserve  in  fire  insurance.  Sup- 
posing the  examination  of  the  company  to  be  made  in  Decem- 
ber, some  policies  have  been  written  in  January  and  some 
in  December,  some  in  February  and  some  in  November,  etc., 
so  that  the  average  life  of  the  policies  is  six  months.  All 
compensation  and  liability  policies  are  written  for  a  term  of 
one  year,  so  that  in  December  one4ialf  of  the  premiums  writ- 
ten during  that  year  may  be  considered  as  earned  and  one-half 
as  unearned.  The  unearned  premium  reserve  is  therefore  that 
proportion  of  the  premium  represented  by  the  ratio  of  the  un- 
expired policy  period  to  the  total  term  of  the  policy.  The 
New  York  law  reads  as  follows:  "The  superintendent  of 
insurance  shall  charge  as  liabilities,  in  addition  to  the  capital 
stock,  the  premium  reserve  on  policies  in  force,  equal  to  the 
unearned  portions  of  the  gross  premiums  charged  for  cover- 
ing the  risks,  computed  on  each  respective  risk  from  the  date 
of  the  issuance  of  the  policy."  It  is  customary  for  state  insur- 
ance departments  to  accept  a  computation  of  the  premium  re- 
serve on  the  yearly  basis  indicated  above  and  fully  described 
in  the  chapter  on  the  fire  insurance  reserve,  although  an  un- 
earned premium  reserve  calculated  on  a  monthly  basis  would 
be  more  accurate. 

In  view  of  the  extensive  treatnient  of  the  subject  in  the  chap- 
ter on  the  fire  insurance  reserve,  we  need  only  summarize  here 
the  reasons  for  an  unearned  premium  reserve,  which  are: 

1.  The  premium  for  the  unexpired  term  must  be  consid- 
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cred  as  held  in  trust  for  the  policy-holder,  the  product  for 
which  it  was  paid  having  not  yet  been  delivered. 

2.  It  is  essential  to  know  the  unearned  premium  and  the 
reserve  held  against  this  liability  in  order  to  determine  the 
solvency  of  the  company. 

3.  The  unearned  premium  reserve  would  be  necessary  for 
re-insurance  premiums  if  the  company  desired  to  suspend  busi- 
ness and  to  re-insure  its  risks  in  another  company. 

If  it  were  not  for  the  peculiar  nature  of  the  liability  and 
compensation  insurance  business  the  reserve  indicated  above 
would  be  sufficient.  The  liability  of  a  fire  insurance  company 
on  a  fire  insurance  policy  is  determined  at  the  date  when  the 
policy  expires;  no  fire  occurring  after  that  time  can  increase 
the  company's  liability  and  all  those  which  have  occurred  dur- 
ing the  term  of  the  policy  are  already  known.  In  fact  the 
claims  upon  most  of  them  have  been  settled.  In  the  liability 
and  compensation  business  the  event  insured  against  must  also 
occur  within  the  term  of  the  policy  but,  as  explained  previously, 
notices  and  claims  will  be  made  after  the  term  of  the  policy 
has  expired,  and  the  future  liability  of  the  company  by  the 
nature  of  the  circumstances  is  somewhat  indefinite.  Law  suits 
may  be  started  which  will  be  in  the  courts  for  years  after  the 
terra  of  the  policy  has  en^ed.  Most  of  the  company's  pay- 
ments are  therefore  made  on  a  policy  after  the  term  of  that 
policy  has  expired,  and  at  the  moment  of  examination  its 
obligations  are  mainly  in  the  future  and  not  in  the  past. 
Against  these  obligations  some  reserve  must  be  provided  and 
this  is  the  function  of  the  loss  reserve. 

The  loss  reserve  may  be  defined  as  that  sum  which,  to- 
gether with  interest,  will  be  sufficient  to  meet  the  known  and 
unknown  obligations  which  may  arise  from  accidents  which 
have  already  occurred.  It  will  be  recognized  that  the  obliga- 
tions on  future  accidents  will  be  met  out  of  the  unearned 
premium  reserve  and  the  obligations  on  past  accidents  out  of 
the  loss  reserve.  The  loss  reserve  will  obviously  be  more  diffi- 
cult to  compute  than  the  unearned  premium  reserve  and  it  is 
not  surprising  that  the  lawmakers  have  not  been  highly  suc- 
cessful in  the  past  in  providing  a  proper  standard  for  it. 
Nevertheless  a  proper  loss  reserve  is  of  the  highest  importance, 
because  it  insures  the  future  solvency  of  the  company  and  gives 
the  employer  some  assurance  that  the  claims  made  by  em- 
ployees will  be  provided  for. 
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The  first  and  prime  requisite  of  this  reserve  is  sufficiency, 
and  this  is  the  principal  object  which  lawmakers  have  been 
working  to  obtain,  but  it  is  complicated  by  the  fact  that  an 
excessive  reserve  is  undesirable.  Such  excessive  reserve  is  de- 
rived from  premiums  which  must  be  thereby  unduly  increased, 
and  when  later  the  reserve  is  found  to  be  excessive,  the  excess 
goes  as  dividends  to  the  stockholders,  or  if  a  mutual  company, 
is  returned  to  policy-holders  other  than  those  who  contributed 
it.  A  company  might  also  use  the  excess  reserve  so  accumu- 
lated for  purposes  of  competition.  In  addition  to  this  diffi- 
culty, changing  conditions  make  the  experience  of  the  past 
inapplicable  to  the  future.  This  will  be  more  readily  observed 
by  examining  some  of  the  bases  which  have  been  used  for  the 
calculation  of  the  loss  reserve. 

These  methods  briefly  stated  are  as  follows: 

1.  The  individual  estimate  method  consists  in  an  estimate 
by  the  insurance  company  officials  of  a  sum  which  will  be  nec- 
essary to  cover  each  particular  case.  It  means  that  each  case 
is  considered  individually  according  to  the  circumstances  sur- 
rounding it  and  it  therefore  entails  an  enormous  amount  of 
work.  In  the  past  the  insurance  officials  have  been  inclined 
generally  to  underestimate  their  outstanding  liabilities.  This 
method  fails  to  establish  any  common  standard,  so  that  while 
one  company  may  be  setting  aside  excessive  amounts,  another 
may  be  making  woefully  inadequate  provision  for  the  future. 

2.  The  pure  premium  method  assumes  that  since  the  pure 
premium  is  supposed  to  represent  the  probable  loss  costs  on 
policies,  it  may  be  used  as  an  index  of  the  necessary  reserve. 
The  pure  premium  minus  what  has  already  been  paid  out  in 
losses  should  give  the  required  reserve  for  future  liabilities. 
This  method  would  be  correct  if  pure  premiums  were  always 
accurate  and  adequate,  but  if  they  are  not  the  method  falls 
to  the  ground.  What  the  State  is  interested  in  is,  not  what 
actually  remains  out  of  preftiiums  to  meet  future  liabilities, 
but  what  sum  the  company  should  have  on  hand  to  meet  future 
liabilities. 

3.  The  average  cost  method  depends  upon  ascertaining 
from  past  experience  the  average  cost  of  a  notice  of  injury, 
a  claim  by  an  injured  party  and  a  suit  to  recover  damages  or 
compensation.  Having  the  experience  of  the  past  on  notices, 
claims  and  suits,  it  was  thought  easy  to  apply  this  knowledge 
to  the  number  of  notices,  claims  and  suits  at  the  time  of  exan»^ 
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ination  and  subtract  from  the  total  what  had  already  been 
paid  on  such  notices,  claims  and  suits.  But  the  records  of 
the  insurance  companies  of  notices  in  some  cases  were  far  from 
satisfactory,  the  method  gave  the  companies  an  opportunity 
to  manipulate  the  figures,  and  it  was  difficult  to  name  a  suit- 
average  cost  in  the  law  because  of  the  great  variation  between 
localities  and  different  classes  of  business. 

4.  The  actual  loss  ratio  method  consists  in  ascertaining 
from  past  experience  the  ratio  of  losses  to  gross  premiums.  A 
similar  loss  ratio  is  then  assumed  for  the  policies  under  con- 
sideration and  from  the  total  amount  so  ascertained  is  de- 
ducted any  payments  already  made  by  the  company.  This 
method  is  more  simple  in  application  and  may  be  more  easily 
checked  by  the  authorities.  It  assumes,  however,  that  the  ex- 
perience of  the  past  will  be  true  of  the  future,  and  if  condi- 
ticms  are  radically  changing  this  may  not  be  true.  It  has  also 
the  same  objection  as  the  pure  premium  method  in  that  it  is 
dependent  to  some  extent  upon  premiums,  which  may  not  be 
correct. 

5.  The  fixed  loss  ratio  method  substitutes  for  the  loss  ratio 
of  actual  experience  a  ratio  prescribed  by  law.  This  legal 
ratio  is  based  upon  experience  but  upon  the  experience  of  many 
companies  instead  of  one.  This  is  the  method  most  recently 
adopted  and  appears  to  work  better  than  the  former  methods 
in  use.  These  various  methods  have  often  been  combined. 
Thus,  In  some  States  the  average  cost  method  was  used  for 
policies  which  had  been  in  existence  for  some  time  and  the 
loss  ratio  method  was  used  for  policies  more  recently  written, 
subject,  however,  to  checking  by  the  average  cost  method. 
The  average  cost  method  and  the  fixed  loss  ratio  method  have 
also  been  combined. 

The  law  of  New  York  will  serve  as  a  good  illustration  of 
the  regulation  now  in  existence.  It  must  be  remembered  that 
while  the. law  of  New  York  can  only  affect  companies  doing 
business  within  that  State,  a  list  of  such  companies  would  in- 
clude many  of  the  prominent  companies  of  the  United  States, 
and  the  law  affects  not  only  their  business  written  in  New  York 
State  but  their  total  business.  The  New  York  law  therefore 
forms  a  minimum  reserve  requirement  for  all  companies  doing 
any  business  within  its  borders.  This  law  is  divided  into  two 
parts,  the  first  pertaining  to  the  liability  business  and  the  second 
to  the  compensation  insurance  business. 
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With  reference  to  liability  insurance,  the  law  provides : 

a.  $1,500  reserve  shall  be  on  hand  for  each  liability  suit 
being  defended  under  policies  written  ten  years  prior  to  the 
date  of  the  statement 

b.  $1,000  reserve  shall  be  on  hand  for  each  liability  suit 
being  defended  under  policies  written  five  and  less  than  ten 
years  prior  to  the  date  of  statement 

c  $850  reserve  shall  be  on  hand  for  each  liability  suit  being 
defended  under  policies  written  three  and  less  than  five  years 
prior  to  the  date  of  statement. 

d.  For  liability  policies  written  during  three  years  imme- 
diately preceding  the  date  of  statement,  the  reserve  on  hand 
shall  be  60  per  cent  of  the  earned  premiums,  less  all  losses 
and  expense  payments  made  under  such  policies.^^ 

It  will  be  noticed  that  items  a,  b,  and  c  above,  are  based 
upon  the  average  cost  method,  while  item  d  is  the  loss  ratio 
method,  60  per  cent  of  earned  premiums  being  the  assumed 
ratio  of  future  losses  to  premiums. 

For  compensation  insurance  reserves  the  law  provides  the 
following : — 

a.  A  reserve  for  all  compensation  claims  under  policies  writ- 
ten more  than  three  years  prior  to  the  date  of  statement  equal 
to  the  present  value  of  the  determined  and  estimated  future 
payments. 

b.  A  reserve  for  all  compensation  claims  under  policies  writ- 
ten in  the  three  years  immediately  preceding  the  date  of  state- 
ment, equal  to  65  per  cent  of  the  earned  premiums  of  each  of 
these  three  years  less  all  loss  and  expense  payments  made  under 
such  policies." 

This  law  has  been  adopted  in  Massachusetts,  Pennsylvania 
and  in  many  other  States  of  the  union,  but  is  not  considered 
by  insurance  ofiicials  as  entirely  satisfactory.  The  average  costs 
are  based  upon  old  experience  which  may  not  be  of  much  value 
as  far  as  the  future  is  concerned.  Also,  it  does  not  provide 
sufficient  restrictions  for  new  companies  just  entering  business 
whose  premiums  may  or  may  not  be  adequate.  This  criticism 
particularly  applies  to  the  liability  portion  of  the  business.  It 
will  also  be  noted  that  the  percentage  of  earned  premiums  is 

^But  for  the  first  of  such  three  years,  the  reserve  shall  not  be  less  than  $750 
for  each  suit  being  defended. 

"  Provided  however  that  for  the  first  year  of  such  three-year  period  the  re- 
serve shall  not  be  less  than  the  present  value  of  the  determined  and  estimated 
l^mpensation  claims  under  the  policies  of  that  year. 
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a  percentage  of  gross  premiums  which  include  expenses,  so 
that  a  reduction  in  expenses  would  bring  a  reduction  in  re- 
serves, which  is  far  from  logical.  It  has  been  suggested  that 
the  average  cost  method  might  be  applied  to  the  more  recent 
policies  as  a  check  upon  the  fixed  loss  ratio  method. 


Part  IV 
FIRE  INSURANCE 
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Chapter  XIII 

INSURABLE  INTEREST  IN  FIRE  INSURANCE 

A  common  statement  In  texts  on  insurance  is  that  policies  of 
insurance  relating  to  the  loss  or  destruction  of  property  prom- 
ise reimbursement  based  on  indemnity.  On  this  principle  the 
insured  would  always  receive  the  actual  cash  value  of  the 
property  at  the  time  of  the  loss.  This  is  not  quite  accurate, 
in  view  of  the  valued  policies  issued  in  marine  and  certain 
forms  of  casualty  insurance  and  other  less  obvious  violations 
of  the  principle;  but  it  is  true  that  the  law  has  in  the  main 
gladly  recognized  the  protection  against  moral  hazard  which 
is  given  by  an  actual  interest  in  insured  property  approximately 
equivalent  to  the  face  of  the  policy. 

Reasons  for  insurable  interest. — ^The  purpose  of  all  prop- 
erty insurance  is,  therefore,  to  indemnify  a  loser.  If  only 
those  who  suffer  loss  are  to  receive  reimbursement,  none  save 
those  who  may  be  injured  should  be  permitted  to  secure  pro- 
tection, and  then  only  to  the  extent  that  they  are  threatened 
with  loss.  Fire  insurance,  and  life  insurance  covering  the 
life  of  a  debtor  in  favor  of  a  creditor,  present  similar  restric- 
tions. But  we  have  seen  that  the  insurable  interest  of  a  per- 
son in  his  own  life  is  usually  unlimited,  the  courts  of  many 
States  having  decided  that  it  is  impossible  to  calculate  the 
value  of  human  life.  In  marine  and  casualty  insurance  also, 
the  interpretation  of  insurable  interest  is  relaxed.  Fire  in- 
surance policies  issued  for  more  than  the  maximum  possible 
loss,  however,  are  considered  over-insurance,  and  while  in  the 
absence  of  fraud  or  'Valued  policy  laws"  these  policies  sel- 
dom work  harm,  the  total  absence  of  any  interest  in  the  prop- 
erty makes  an  insurance  policy  on  the  same  a  mere  wager. 
A  person  holding  a  policy  of  this  type  cannot  gain  by  the 
continued  existence  of  the  property  and  is  not  interested  in 
its  preser^tion;  on  the  contrary,  he  can  make  a  profit  by  its 
destruction  "Md  the  moral  hazard  is  therefore  tremendously 
increased.  Periods  of  poor  business  and  decreasing  values 
have  given  ample  proof  of  this.     Where  the  value  of  the 
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property  is  difficult  to  ascertain  and,  as  a  result,  excessive 
insurance  is  obtained,  this  same  moral  hazard  attaches,  though 
in  a  lesser  degree.  Heavier  losses  to  the  insuring  companies 
and  consequently  heavier  premiums  for  everybody  are  the 
natural  results  of  a  deficiency  in  insurable  interest.  Hence, 
as  a  matter  of  public  policy,  an  insurable  interest  is  desirable 
and  even  necessary. 

The  method  adopted  by  fire  insurance  companies  to  protect 
themselves  against  these  hazards  is  the  careful  selection  of 
persons  to  whom  they  issue  policies.  It  should  be  kept  in 
mind  that  while  we  speak  of  insurance  on  property  the  in- 
surance does  not  actually  protect  the  property  itself  but  is 
instead  a  personal  contract  protecting  an  individual  or  cor- 
poration. Therefore  if  the  record  of  the  applicant  for  a 
policy  is  open  to  suspicion  the  insurance  company  will  prob- 
ably refuse  to  grant  a  contract,  particularly  if  the  party  has 
ever  been  involved  in  any  of  those  losses  which  give  rise  to 
the  suspicion  that  Providence  has  been  assisted  by  human 
agency. 

What  constitutes  insurable  interest. — Because  the  possible 
range  of  insurable  interest  is  wide  its  existence  is  often  diffi- 
cult to  ascertain  and  its  definition  always  difficult.  Many  defi- 
nitions have  been  formulated,  of  which  the  following  clause 
from  the  codified  laws  of  one  State  is  a  fair  example — "every 
interest  in  property  or  in  relation  thereto  or  liability  in  respect 
thereof,  of  such  a  nature  that  a  contemplated  peril  may  di- 
rectly damnify  the  insured."  Another  definition,  short  but 
to  the  point,  is  to  the  effect  that  "as  long  as  the  insured  has  a 
direct  pecuniary  interest  in  the  preservation  of  the  property- 
he  possesses  an  insurable  interest."  Observe  that  neither  own- 
ership nor  possession  are  necessary,  but  a  right  which  may  be 
prejudicially  affected  or  a  liability  created,  whether  actual  or 
contingent,  is  considered  sufficient.  However,  the  "utility 
test"  is  possibly  easier  to  apply  than  any  of  the  above.  Thus, 
if  the  realization  of  a  contemplated  peril  may  adversely  affect 
the  use  of  an  object,  the  party  or  parties  thereby  affected 
possess  an  insurable  interest  to  the  extent  of  the  damage  that 
might  result  with  respect  to  such  use.  The  uses  to  which 
property  is  put  are  almost  as  varied  as  the  circumstances  in 
which  men  find  themselves,  and  insurable  interests  therefore 
often  develop  in  most  unexpected  places.  To  cite  a  few  com- 
mon examples  of  diminished  utility,  there  are '^  the  cases  of 
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an  owner  whose  property  is  destroyed  in  whole  or  in  part; 
a  bailee,  who  loses  the  privilege  of  keeping  property  for  hire; 
or  a  commission  man  who  is  deprived  of  the  usefulness  of  an 
article  as  an  object  of  sale,  by  which  sale  he  expects  to  earn 
a  commission;  or  a  mortgagee  who  loses  part  of  his  security 
for  the  debt  through  damage  to  mortgaged  property. 

Classification  of  insurable  interests. — The  more  frequent 
instances  of  insurable  interest  may  be  conveniently  divided  into 
five  classes: 

1.  The  interest  of  an  actual  owner,  sole  and  unconditional. 
This  is  the  simplest  and  most  frequent  case. 

2.  The  interest  of  a  representative  or  agent  of  the  owner, 
as  for  instance,  a  custodian,  commission  man,  bailee  or  ware- 
houseman. 

3.  The  interest  of  a  tenant  arising  from  the  consequential 
losses  of  a  fire,  as  the  loss  of  use  of  property  on  which  rent 
is  payable,  the  detriment  to  a  lessee  from  the  destruction  of 
the  leased  property,  the  injuries  covered  by  a  use  and  occu- 
pancy clause,  etc. 

4.  The  interest  arising  from  legal  liability  for  the  property 
of  others,  as  in  the  case  of  common  carriers,  bailees  for  hire 
and  lessees. 

5.  The  interest  of  a  party  holding  property  as  security  for 
a  debt,  such  as  the  interest  of  a  mortgagee.  The  importance 
of  this  latter  type  of  interest  warrants  a  separate  discussion 
of  it. 

Protecting  the  mortgagee.^ — It  might  be  inferred  from  the 
preceding  discussion  that  only  one  person  can  have  an  insur- 
able interest  in  a  given  property  at  a  given  time.  This,  how- 
ever, is  not  the  case,  since  quite  often  there  is  a  creditor  or 
lessee  who  needs  protection  as  well  as  the  owner.  One  of 
the  most  frequent  instances  of  more  than  one  concurrent  in- 
surable interest  arises  from  the  relation  created  by  a  mort- 
gage. The  courts  have  long  recognized  the  existence  of 
more  than  one  insurable  interest  in  mortgaged  property,  the 
mortgagor  having  an  insurable  interest  equivalent  to  the  value 
of  the  property,  while  the  mortgagee  can  carry  insurance  equal 
to  the  amount  of  the  debt. 

^This  section  is  virtually  a  reproduction  of  the  materia]  contained  in  an  ar- 
ticle by  Robert  Riegel,  "Protection  of  a  Mortgagee's  Interest  by  Insurance", 
which  appeared  in  the  Journal  of  Political  Economy,  December,  1915,  and  is 
used  here  through  the  courtesy  of  the  publishers  of  the  above  periodical. 
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There  have  been  several  methods  whereby  these  two  in- 
terests have  been  protected  and  because  of  their  importance 
considerable  space  will  be  devoted  to  a  description  of  them. 
While  under  any  method  the  mortgagee  has  some  protection, 
its  extent  is  not  equal  under  all  circumstances  or  under  all 
jurisdictions.  His  status  is  subject  to  interpretation  by  the 
intermediate  courts  and  the  courts  of  last  resort  of  the  forty- 
eight  States  besides  the  Federal  courts,  although  the  tendency 
of  all  of  them  is  to  favor  him  as  much  as  possible.  The  fol- 
lowing are  five  principal  methods  that  have  been  used  to  insure 
the  mortgagee : 

1.  Mortgagee's  policy  covering  his  own  interest. — Here  the 
mortgagee  takes  out  separate  insurance  for  his  own  benefit, 
in  which  the  mortgagor  has  no  rights  whatsoever.  However, 
since  he  possesses  an  insurable  interest,  the  latter  may  obtain 
a  policy  on  the  same  property  for  his  own  protection  if  he 
chooses  to  do  so. 

In  case  of  loss  under  this  method  and  payment  to  the  mort- 
gagee, the  insuring  company  becomes  possessed  of  the  con- 
tractual right  to  collect  at  the  maturity  of  the  mortgage  a 
sum  equal  to  the  indemnity  paid.  To  permit  otherwise  would 
be  to  grant  the  mortgagee  double  indemnity.  Hcjjould  col- 
lect the  amount  of  the  loss  froih  the  insurance  company  and 
his  claim  on  the  mortgagor  would  be  undiminished.  There- 
fore  the  insurance  company  becomes  subrogated  to  the  rights 
of  the  mortgagee  to  the  extent  of  the  indemnity  paid.  An 
illustration  will  make  this  clearer.  Let  us  assume  that  O 
possesses  a  property  valued  at  $10,000  which  he  has  mort- 
gaged to  M  for  a  loan  of  $9,000.  M  insures  his  interest  in 
Company  J  for  $9,000  and  a  loss  of  $8,000  subsequently 
occurs.  The  insurance  company,  J,  pays  M  $8,000  and  by 
subrogation  acquires  M's  right  to  collect  $8,000  from  O  at 
the  expiration  of  the  term  of  the  mortgage,  M  retaining  the 
right  to  collect  at  that  time  the  remaining  $1,000  due  him. 
The  insurance  company,  if  it  can  ultimately  collect  the  $8,000 
from  O,  loses  nothing.  If  O  refuses  to  pay  foreclosure  may 
be  had  and  if  the  property  brings  only,  say,  $8,500,  the  com- 
pany loses  $500,  since  it  cannot  legally  in  the  collection  of  its 
claim  against  O  prejudice  in  any  way  M's  contractual  right 
to  $1,000.  An  alternative  settlement  is  the  payment  to  M  by 
J  of  $9,000  and  the  latter's  acquisition  by  subrogation  of  a 
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claim  for  $9,000.    This  is  the  law  in  every  State  except  Massa- 
chusetts. 

The  advantages  of  this  method  are  few  and  accrue  only  to 
the  mortgagee.  It  gives  him  double  indemnity  in  one  State, 
Massachusetts,  and  if  he  disapproves  of  the  insurer  selected 
by  the  mortgagor  he  may  secure  more  satisfactory  protec- 
tion. The  disadvantages  to  the  mortgagee  ar«  that  he  must 
supervise  the  insurance  and  also  pay  the  premiums.  Such 
separate  insurance  is  also  disadvantageous  to  the  insurance 
company,  since  it  increases  the  difficulty  of  supervision,  the 
moral  hazard,  and  the  danger  of  non-concurrent  policies. 

2.  Assignment  of  the  mortgagor's  policy.^  —  A  second 
method  is  the  assignment  to  the  mortgagee  of  a  policy  held  by 
the  mortgagor.  The  efficacy  of  this  method  is  doubtful,  since  the 
mortgagee  acquires  by  assignment  only  such  rights  as  the 
mortgagor  possesses  at  the  time  of  assignment.  A  fuller  ex- 
planation of  assignment  is  given  at  the  end  of  this  chapter. 
These  rights  depend  to  some  extent  upon  the  nature  of  the 
assignment  and  the  jurisdiction.  Violations  or  misrepresen- 
tations may  have  voided  the  policy  and  in  many  States  the 
mortgagee  would  then  obtain  a  valueless  piece  of  paper.  Sec- 
ondly, the  mortgagee  often  has  no  legal  status  as  a  contracting 
party  and  consequently  may  not  be  entitled  to  notice  of  ap- 
praisal, to  participate  in  negotiations  after  a  loss,  to  redress 
if  the  mortgagor  agrees  to  an  inadequate  settlement  of  the 
daim,  etc. 

3.  Indorsement  of  a  ^*loss  payable  clause.*^ — ^A  more  ex- 
tensively used  method  of  obtaining  insurance  of  a  mortgagee's 
interest  is  the  indorsement  upon  the  mortgagor's  policy  of  the 
so<alled  "loss  payable  clause,"  stipulating  "loss,  if  any,  pay- 
able to \ ,  as  his  interest  may  appear."*     From 

the  standpoint  of  the  companies  this  is  desirable  in  some  States  ^ 

because  of  the  liability  of  the  mortgagee  for  the  acts  of  the 
mortgagor,  and  in  general  because  of  the  elimination  of  sep- 
arate insurance  of  interests  in  the  same  property  and  the  re- 
duction of  the  moral  hazard.  But  the  desirability  of  such 
a  method  from  the  mortgagee's  standpoint,  it  is  to  be  strongly 
emphasized,  entirely  depends  upon  the  State  where  it  is  used; 
there  being  two  radically  different  interpretations  of  his  rights. 
The  first  of  these  is  that  such  an  indorsement  renders  the 

*See  form  on  p.  19S. 
'See  Appendix  XXXVII. 
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mortgagee  an  appointee  and  representative  of  the  mortgagor 
to  receive  the  insurance  money.  Where  this  is  the  law  no 
method  could  afford  him  less  protection  than  the  "loss  pay- 
able clause,"  since  it  subjects  him  to  all  the  defenses  available 
against  the  mortgagor,  without  the  rights  of  the  latter.  Not 
being  legally  a  party  to  the  contract,  an  award  is  binding  on 
him,  the  election  to  build  or  repair  may  be  exercised  without 
notice  to  him,  and  he  suffers  all  the  disadvantages  of  the 
previous  method. 

In  marked  contrast  are  the  States  which  consider  the  in- 
dorsement of  a  "loss  payable  clause"  the  creation  of  an  un- 
conditional, independent  contract  between  the  insurance  com- 
pany and  the  mortgagee.  When  thus  favored,  this  method 
cannot  he  surpassed,  since  the  mortgagee  is  not  bound  by  the 
conditions  of  the  policy,  the  acts  of  the  mortgagor  cannot  be 
set  up  as  a  defense  against  him,  and  yet  he  possesses  all  the 
rights  of  the  mortgagor. 

4.  The  "standard  mortgagee  claused — Of  all  the  methods 
of  protecting  the  mortgagee's  interest  the  most  prevalent,  be- 
cause of  its  general  effectiveness,  is  the  indorsement  on  the 
mortgagor's  policy  of  a  "standard  mortgagee  clause."  One 
form  of  such  clause  is  here  given  :^ 

MORTGAGEE  CLAUSE 

Loss  or  damage,  if  any,  under  this  policy,  shall  be  payable  to 

as mortgagee  (or  trustee),  as  interest  may  appear,  and  this  insur- 
ance as  to  the  interest  of  the  mortgagee  (or  trustee)  only  therein,  shall  not  be 
invalidated  by  any  act  or  neglect  of  the  mortgagor  or  owner  of  the  within  de- 
scribed property,  nor  by  any  foreclosure  or  other  proceedings  or  notice  of  sale 
relating  to  the  property,  nor  by  any  change  in  the  title  or  ownership  of  the'prop^ 
erty,  nor  by  the  occupation  of  the  premises  for  purposes  more  hazardous  than 
are  permitted  by  this  policy.  PROVIDED,  that  in  case  the  mortgagor  or  owner 
shall  neglect  to  pay  any  premium  due  under  this  policy,  the  mortgagee  (or 
trustee)  shall,  on  demand,  pay  the  same. 

PROVIDED,  also,  that  the  mortgagee  (or  trustee)  shall  notify  this  company 
of  any  change  of  ownership  or  occupancy  or  increase  of  hazard  which  shall  come 
to  the  knowledge  of  said  mortgagee  (or  trustee)  and,  unless  permitted  by  this 
polil^,  it  shall  be  noted  thereon  and  the  mortgagee  (or  trustee)  shall  on  de- 
mand pay  the  premium  for  such  increased  hazard  for  the  term  of  the  use  thereof ; 
otherwise  this  policy  shall  be  null  and  void. 

This  company  reserves  the  right  to  cancel  this  policy  at  any  time  as  provided 
by  its  terms,  but  in  such  case  this  policy  shall  continue  in  force  for  the  benefit 
only  of  the  mortgagee  (or  trustee)  for  ten  days  after  notice  to  the  mortgagee 
(or  trustee)  of  such  cancellation  and  shall  then  cease,  and  this  company  shall 
have  the  right,  on  like  notice,  to  cancel  this  agreement. 

Whenever  this  company  shall  pay  the  mortgagee   (or  trustee)    any  sum  for 

*  See  also  Appendices  XXXII  and  XXXIII. 
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loM  or  damage  under  this  policy  and  shall  claim  that,  as  to  the  mortgagor  or 
owner,  no  liability  therefor  existed,  this  company  shall,  to  the  extent  of  such 
payment,  be  thereupon  legally  subrogated  to  all  the  rights  of  the  party  to  whom 
loch  payment  shall  be  made,  under  all  securities  held  as  collateral  to  the  mort- 
gage debt,  or  may  at  its  option  pay  to  the  mortgagee  (or  trustee)  the  whole 
principal  due  or  to  grow  due  on  the  mortgage  with  interest,  and  shall  thereupon 
receive  a  full  assignment  and  transfer  of  the  mortgage  and  of  all  such  other 
securities;  but  no  subrogation  shall  impair  the  right  of  the  mortgagee  (or 
trustee)  to  recover  the  full  amount  of claim. 

Dated 

Attached  to  and  forming  part  of  Policy  No 

of  the ,  of Agency  at 

Agent 

Such  favorable  treatment  as  is  outlined  in  the  clause  is 
accorded  mortgagees  by  insurance  companies  because  of  the 
former's  inability  to  control  the  acts  of  their  debtors,  their 
recognized  right  to  protection,  and  their  usual  excellence  as 
moral  risks.  By  such  a  clause,  it  will  furthermore  be  noticed, 
the  right  to  subrogation  is  reiterated  and  acknowledged  in 
the  contract.  An  indorsement  of  this  nature  creates  what  is 
substantially  an  independent  contract  between  the  insurer  and 
the  mortgagee.  The  word  ''independent"  is  thus  qualified 
because  two  lines  of  decisions  are  existent  on  the  liability  of 
the  mortgagee  for  his  debtor's  acts.  In  four  States  he  has 
been  declared  entirely  unaffected  by  such  acts,  whether  com- 
mitted prior  or  subsequent  to  the  indorsement  on  the  policy 
of  the  "mortgagee  clause."  In  four  other  States  he  has  been 
held  exempt  from  the  consequences  of  acts  occurring  after  its 
indorsement.  In  one  of  these  States,  the  provisions  of  the 
standard  policy  after  line  59  (which  refer  to  conditions  after 
a  loss)  were  held  to  be  inapplicable  and  not  binding  on  the 
mortgagee.  He  is  privileged  to  submit  proofs  of  loss,  to 
receive  notice  of  appraisal  and  to  be  exempt  from  the  "re- 
build or  repair"  provision. 

Illustrations  will  serve  to  define  distinctly  the  nature  of  the 
settlement  of  claims  under  the  "mortgagee  clause."  Let  us 
suppose  that  the  value  of  O's  property  is  $10,000,  that  the  same 
is  mortgaged  to  M  for  $4,000,  and  that  O  obtains  a  fire  in- 
surance policy  for  $4,000  from  Company  J  on  which  a  "stand- 
ard mortgagee  clause"  is  indorsed  for  M's  protection.  A 
loss  of  $3,000  occurs.  Company  J  will  pay  to  M,  the  mort- 
gagee, $3,000.     O,  the  owner,  having  an  interest  in  the  policy, 
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however,  is  entitled  to  protection,  and  therefore  is  credited 
by  M  with  $3,000  in  liquidation  of  the  debt,  being  thus  reim- 
bursed for  the  $3,000  damage  to  his  property.  An  equiva- 
lent settlement  would  have  been  for  J  to  pay  M  $4,000,  then 
to  take  over  M's  claim  against  O  of  $4,000,  and  credit  O  with 
$3,000  toward  payment  of  the  same. 

A  situation  may  exist,  however,  where  O  has  violated  the 
terms  of  the  insurance  contract  and  J  disclaims  all  liability 
to  him.  In  this  contingency,  when  M  receives  $3,000  from 
the  insurance  company,  instead  of  O  receiving  $3,000  toward 
the  payment  of  the  debt,  the  insurance  company  is  subrogated 
to  $3,000  of  M's  claim  against  O  at  the  expiration  of  the 
mortgage.  Thus  O  loses  $3,000  because  his  policy  was  void, 
and  the  settlement  is  made  as  though  O  has  never  had  an  in- 
terest in  the  insurance. 

For  the  ordinary  mortgagee  the  indorsement  of  the  "mort- 
gagee clause"  affords  the  best  protection  in  most  States.  Its 
advantages  may  be  summarized  as  follows: — 

a.  The  prejudicial  effect  of  the  mortgagor's  acts  on  the 
mortgagee's  rights  is  considerably  diminished  in  some  States 
and  entirely  eliminated  in  others. 

b.  The  mortgagee  acquires  legal  rights  as  a  party  to  the 
insurance  contract. 

c.  The  mortgagee  is  exempt  in  some  States  from  certain 
provisions  of  the  standard  policy,  such  as  the  "repair  and 
rebuild  clause"  and  the  provisions  applying  after  a  loss. 

It  has  disadvantages,  in  comparison  with  other  methods,  in 
only  a  few  jurisdictions.  It  is  inferior  to  the  "loss  payable 
clause"  in  a  limited  number  of  States  and  is  not  as  profitable 
as  the  separate  insurance  of  the  mortgagee's  interest  in  Massa- 
chusetts. 

S.  Special  contracts. — ^An  even  more  satisfactory  method  of 
completely  protecting  the  mortgagee  is  the  formation  of  a 
special  contract  between  insurer  and  mortgagee,  embracing 
exceptional  features  for  the  latter's  benefit.  This,  however, 
is  chiefly  used  by  trust  companies  and  large  lenders  who  place 
a  great  deal  of  insurance  of  this  nature. 

Assignment  of  fire  policies. — When  property  is  transfer- 
red or  pledged  as  collateral  it  is  often  necessarily  accompanied 
by  protection.  Usually  the  property  is  insured,  and  for  trans- 
fer it  is  not  always  necessary  to  secure  a  new  policy,  but  merely 
the  proper  assignment  of  the  old  one.     This  avoids  a  can- 
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cellation  of  the  policy  by  the  insured,  which  would  mean  a 
higher  premium  due  to  the  short  rate  charged  when  a  policy- 
holder cancels  his  policy.  Then,  too,  in  the  case  of  pledge, 
the  real  owner  contemplates  the  redemption  of  his  goods  and 
if  it  were  not  for  the  possibility  of  assignment  the  unnecessary 
issuance  of  a  third  policy  would  be  involved.  For  there 
would  be  the  policy  which  he  held  as  owner,  a  second  policy 
issued  to  the  pledgee,  and  later,  when  the  property  was  re- 
deemed, a  third  policy  protecting  the  original  owner  would  be 
needed  to  replace  the  two  cancelled. 

The  policy  provision  relating  to  assignment. — Recognizing 
the  necessity  of  assignment  and  the  need  for  uniformity  of 
action  when  a  policy  is  assigned,  it  is  customary  for  standard 
policies  to  contain  clauses  governing  assignment,  and  there  is 
usually  a  restriction  stipulating  that  unless  otherwise  pro- 
vided in  writing  and  added  to  the  policy  it  shall  be  void  if 
assigned  before  a  loss.^  The  object  of  this  restriction  is  to 
prevent  an  assignment  to  an  undesirable  person.  The  insur- 
ance policy  is  a  personal  contract  and  assignment  without  any 
supervision  or  restrictions  means  insuring  greater  moral  haz- 
ard and  the  frequent  payment  of  claims  to  persons  whom  the 
companies  possibly  would  not  originally  have  insured.  Thus, 
it  is  not  only  fair  to  the  insurance  company  but  also  to  the 
premium  payers  that  the  company  should  decide  with  whom 
they  wish  to  contract. 

Methods  of  assigning. — So  frequently,  is  insurance  assigned 
that  most. policies  have  two  forms  printed  on  the  back  for 
the  purpose,  one  for  the  assignment  by  the  insured  and  the 
other  for  the  consent  of  the  insurer.  Unless  specified  in  the 
policy  no  particular  form  is  necessary  either  for  the  assign- 
ment or  the  consent,  but  if  it  is  prescribed,  then  any  assign- 
ment not  in  entire  compliance  is  incomplete. 

ASSIGNMENT  OF  INTEREST  BY  INSURED 

The  interest  of* as  owner  of  the  property  covered  by 

this  Policy  is  hereby  assigned  to subject  to  the 

consent  of  The Insurance  Company,  New  York. 


(Signature  of  the  Insured) 

Dated 19. .  • .  

*  See  Appendix  XXX,  line  31. 
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CONSENT  BY  COMPANY  TO  ASSIGNMENT  OF  INTEREST 

The   Insurance  Company,  New  York,  hereby  consents  that  the 

interest  of as  owner  of  the  property 

covered  by  thU  Policy  be  assigned  to 

Agent. 

Dated 19 

The  assignment  need  not  be  in  writing,  as  a  verbal  assignment 
might  possibly  be  held  sufficient  in  certain  cases.  In  securing 
consent,  however,  express  agreement  is  usually  necessary,  ob- 
tained through  a  properly  authorized  official  or  agent  of  the 
company.  Soliciting  agents  and  brokers  seldom  possess  the 
requisite  power  for  this.  Even  when  the  policy  prescribes  the 
method  of  assignment  it  is  not  necessary  to  follow  it  when 
the  insurance  has  been  taken  out  for  the  benefit  of  ^'assigns'' 
or  "for  account  of  whom  it  may  concern"  or  the  interest  in- 
dicated by  phrases  of  similar  effect.  In  these  cases,  consent 
is  Implied  and  the  assignee  acquires  rights  against  the  insurer. 

Another  method  of  transferring  protection  where  there  is 
no  change  of  title  is  to  have  the  insurer  issue  insurance  cer- 
tificates representing  the  policy.  Here  the  holder  of  the  pol- 
icy gives  certificates  properly  countersigned  by  the  company 
and  made  payable  to  the  party  designated. 

Effect  of  assignment  before  a  loss. — ^The  effect  of  assign- 
ment depends  upon  the  circumstances  of  the  case,  the  two  most 
important  distinctions  being  when  there  is  a  transfer  of  title 
and  when  there  is  not. 

In  case  of  a  transfer  of  title,  even  where  there  is  a  covenant 
to  insure  for  the  benefit  of  the  transferee,  the  insurance  does 
not  necessarily  pass,  as  a  policy  ordinarily  expires  with  the 
transfer  of  title  as  far  as  the  transferor  is  concerned.  But 
where  the  assignment  is  made  and  the  consent  of  the  company 
is  given  it  has  been  held  by  the  courts  that  this  is  the  equiva- 
lent of  a  new  policy.  Therefore,  if  the  title  changes,  any 
prior  violation  of  the  policy  by  the  original  holder  is  waived, 
and  the  only  parties  to  the  contract  are  the  insurer  and  the 
assignee. 

As  opposed  to  this  there  is  the  assignment  where  no  trans- 
fer of  title  has  taken  place,  i.e.,  where  the  assignee  is  substi- 
tuted for  the  assignor.     If  the  assignor  has  forfeited  before 
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the  assignment  he  can  assign  nothing.  The  assignee  takes 
the  policy  subject  to  all  prior  set-offs,  even  though  all  the 
policy  provisions  concerning  assignment  have  been  followed 
to  the  letter.  Thus,  a  mortgagor  as  an  assignor  can  present 
only  that  which  he  possesses,  and  in  most  States  prior  for- 
feiture due  to  some  violation  of  the  contract  makes  the  policy 
void,  except  where  a  standard  mortgage  clause  has  been  en- 
dorsed thereon.  This  clause,  as  we  have  seen,  waives  all  the 
prior  acts  of  the  mortgagor. 

Assuming,  then,  that  the  assignment  is  valid  in  all  its  de- 
tails and  no  forfeiture  has  occurred  prior  or  subsequent  to 
the  assignment,  the  assignee  assumes  the  position  of  the  as- 
signor in  his  relation  to  the  insurance  company.  He  is  vested 
with  all  the  rights  of  the  policy-holder  and  can  enforce  these 
rights  against  the  company  in  his  own  name.  Likewise,  the 
company  has  rights  against  him — in  other  words,  a  contrac- 
tual relationship  has  been  established  between  them. 

Effect  of  assignment  after  a  loss. — ^There  is  nothing  illegal 
in  assigning  the  proceeds  of  a  loss,  as  that  is  the  mere  assign- 
ment of  a  debt  that  is  due  and  is  no  different  from  the  assign- 
ment of  an  "account  receivable"  by  a  mercantile  house.  The 
courts  have  even  decided  that  it  is  against  public  policy  to 
permit  a  company  to  stipulate  in  their  contract  that  they  will 
not  make  payment  to  a  person  so  appointed,  since  it  amounts 
to  a  sale  or  transfer  of  a  chose  in  action,  which  is  always  per- 
mitted in  equity.  However,  it  should  not  be  construed  from 
this  that  if  the  property  has  been  transferred  before  a  loss, 
the  insurance  can  always  be  transferred  after  a  loss  so  as  to 
give  the  purchaser,  rights  thereunder. 

Strictly  construed,  the  policy  provision  previously  referred 
to  would  appear  to  state  that  any  assignment  before  a  loss 
without  consent  relieves  the  company  of  all  liability.  But 
this  depends  upon  the  interpretation  of  the  word  "assignment," 
and  the  courts  have  often  considered  that  certain  cases  of 
transfer  are  not  "assignments"  as  contemplated  by  the  above 
clause.  Only  cases  where  the  assignor  parts  with  all  his 
rights  and  creates  a  privity  between  the  assignee  and  the  in- 
surer are  so  considered.  As  instances  where  the  latter  is  not 
true,  we  have : 

1.  Assignment  for  the  benefit  of  a  creditor. 

2.  Assignment  of  the  amount  secured  by  the  policy. 

3.  Endorsement  making  loss  payable  to  a  third  party. 
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4.  Deposit  of  policy  as  a  pledge. 

5.  Deposit  of  policy  as  collateral  for  a  chattel  mortgage. 

6.  Assignment  with  a  bill  of  lading  as  collateral  se^"-^-*-v. 
This  is  not  to  say  that  the  assignee  acquires  the  rights  a 

the  insurer  possessed  by  the  insured,  or  the  rights  which  r 
have  been  obtained  by  an  assignment  with  the  consent  o 
insurer.     These  are  merely  cases  where  the  policy  remainL' 
effect  and  where  the  assignee  has  a  claim  upon  the  proceei 
of  such  policy  when  paid  to  the  assignor.  ^ 


Chapter  XIV 

THE  FIRE  INSURANCE  CONTRACT 

In  this  chapter  we  will  discuss  the  basis  of  fire  insurance, 
that  is,  the  contract  between  the  two  parties ;  and  since  all  the 
relations  of  the  parties  are  summed  up  in  this  contract  such 
a  discussion  might  be  extended  until  it  covered  every  phase 
of  the  fire  insurance  business.  Many  of  such  phases,  how- 
ever, we  have  considered  in  other  chapters  and  need  not  refer 
to  here.  This  chapter  is  concerned  mainly  with  the  condi- 
tions of  the  fire  insurance  policy,  the  meaning  of  the  various 
provisions  found  therein  and  the  reasons  for  the  existence  of 
such  provisions.  The  printed  policy  is  often  modified  by  the 
addition  of  endorsements  and  clauses  but  this  subject  must  be 
postponed  to  the  following  chapter. 

Development  of  the  standard  policy. — In  the  early  days  of 
fire  insurance  every  company  .issued  a  policy  which  suited  it^ 
particular  needs.  While  at  first  policies  were  written  largely 
at  the  home  ofiices  of  the  companies,  the  spread  of  the  insur- 
ance idea  caused  more  and  more  power  to  be  placed  in  the 
hands  of  the  agents  and,  dealing  with  an  insured  miles  away, 
the  company  ran  the  risk  not  only  of  the  incompetence  of 
agents,  but  dishonesty  of  the  insured.  The  original  simple 
policy  accordingly  became  hedged  about  by  a  multitude  of 
restrictions,  policies  lacked  uniformity,  and  some  companies 
attempted  to  devise  policies  which  would  impose  as  little  lia- 
bility upon  themselves  as  possible.  As  stated  in  a  court  de- 
cision of  the  period,  the  provisions  were  of  such  bulk  and 
character  that  they  were  not  to  be  understood  by  men  in  gen- 
eral, even  after  laborious  study.  They  were  intermixed  with 
subjects  in  which  the  premium  payer  had  no  interest,  and  some 
of  the  most  material  parts  were  concealed  in  a  mass  of  rub- 
bish on  the  back  of  the  policy  and  the  following  page,  where 
few  would  think  of  looking.  As  if  it  were  feared  that  some 
one  would,  in  spite  of  these  difliculties,  discover  the  meaning 
of  the  contract,  it  was  printed  in  extremely  small  type  and 
long  crowded  lines  so  that  ''the  perusal  of  it  was  made  physi- 
cally difficult,  painful  and  injurious."    After  a  time  even  the 
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companies  which  issued  the  policies  did  not  know  their  mean- 
ing because  of  the  conflicting  court  decisions  which  were  ren- 
dered, and  loss  settlements  where  several  policies  were  written 
on  the  same  property  were  almost  impossible.  There  was 
therefore  considerable  agitation  to  establish  a  fixed  form  of 
policy. 

The  first  standard  policy  form  was  adopted  in  Massachu- 
setts in  1873  and  in  New  York  a  standard  form  of  policy 
was  made  the  only  legal  form  in  1887.  Eventually  other 
States  followed  the  example  of  New  York  until  there  were 
about  seventeen  standard  fofms  in  use  in  various  States.  Of 
these,  however,  the  New  York  standard  policy  was  the  most 
important,  having  been  adopted  as  it  stood  by  several  States, 
and  only  slightly  modified  by  others.  The  National  Conven- 
tion of  Insurance  Commissioners  recommended  a  new  stand- 
ard form  in  1914  which  was  adopted  by  three  States,  including 
Pennsylvania,  and  an  amended  Insurance  Commissioners'  form 
was  adopted  by  New  York*  and  Wisconsin  in  1918.  Many 
provisions  of  the  old  New  York  policy  had  been  nullified  by 
court  decisions  and  some  were  considered  to  be  unfair  to  the 
insured.  The  advantages  of  a  standard  form  are :  ( 1 )  Every 
company  issues  the  same  form  of  contract,  which  is  merely 
modified  by  endorsements  to  meet  the  circumstances  of  the 
case;  (2)  The  insured  becomes  educated  to  tlie  meaning  of 
the  contract;  (3)  Law  suits  are  greatly  reduced  in  number; 
(4)  Court  decisions  gradually  fix  the  meaning  of  the  termin- 
ology employed;  (5)  Discrepancies  between  different  poli- 
cies on  the  same  risk  are  reduced  and  loss  settlements  made 
easier. 

Provisions  of  the  New  York  standard  policy. — ^We  will  use, 
for  illustration,  the  present  New  York  standard  policy,  with 
which  the  policies  of  many  other  States  are  practically  identi- 
cal. Instead  of  reading  the  policy  from  the  first  line  to  the 
last,  more  satisfactory  results  will  be  attained  by  grouping  the 
policy  provisions  in  their  logical  classifications  and  consider- 
ing them  under  the  following  heads:  ( 1 )  the  parties  to  the 
contract;  (2)  the  premium  and  consideration;  (3)  the  ex- 
tent of  protection  granted;  (4)  the  provisions  governing  the 
inception  and  termination  of  the  contract;  (5)  the  suspen- 
sion of  the  policy;  (6)  the  voidance  of  the  policy,  and  (7) 
the  provisions  relating  to  the  settlement  of  losses.    .This  will 

^  For  New  York  Standard  Policy  see  Appendix  XXX. 
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enable  us  to  consider  together  those  provisions  which  are 
related. 

Parties  to  the  contract. — ^The  position  of  the  insured  has 
already  been  described  in  the  chapter  on  "Insurable  Interest," 
and  the  various  types  of  insurers  in  the  chapter  on  the  "Types 
of  Insurance  Organizations."  The  policy  reads,  "Does  insure 
John  Doc  and  legal  representatives,"  and  the  name  of  the  in- 
sured is  an  essential  part  of  the  contract.^  He  should  not  be 
named  in  an  indeHnite  manner  and  it  is  not  the  general  practice 
to  issue  policies  "for  account  of  whom  it  may  concern,"  although 
it  may  be  done  where  a  custodian  undertakes  to  procure  insurance 
for  his  customers,  as  in  the  case  of  a  warehouse  or  grain  ele- 
vator. In  time  of  war  it  is  essential  to  see  that  the  insurancci 
is  not  Mrrltten  for  the  benefit  of  an  enemy,  and  interest  hiddei 
under  the  expressions,  "in  trust,"  "on  consignment,"  etc.,  are 
properly  avoided  by  the  companies.  Because  of  its  legitimate 
usefulness,  however,  a  "commission  clause"  of  this  type  is  fre- 
quently used.  The  expression — "and  legal  representatives" — 
is  intended  to  cover  -a  trustee  or  administrator  appointed  to 
manage  the  affairs  of  an  insane  or  otherwise  incompetent 
person.  The  old  New  York  standard  form  did  this  in  a  round- 
about way  by  stating  that  "wherever  in  this  policy  the  word 
insured  occurs,  it  shall  be  held  to  include  the  legal  representa- 
tives of  the  insured."  With  reference  to  a  mortgagee,  the 
policy  provides  that  "other  provisions  relating  to  the  interests 
and  obligations  of  such  mortgagee  may  be  added  hereto  by 
agreement  in  writing,"'  and  we  have  seen  that  such  cases  are 
most  frequently  covered  by  the  addition  of  a  mortgagee  clause. 

The  rate,  premium  and  consideration. — ^All  contracts  with- 
out seal  require  a  consideration  to  make  them  enforceable, 
and  the  consideration  for  the  fire  insurance  contract  is  of  a 
twofold  character,  cdhsisting  (in  the  language  of  the  policy) 
of  "the  stipulations  herein  named  and  of  $  premium."* 

Hie  promises  of  the  insurance  company  are  conditional  upon 
the  fulfillment  of  the  aj2:reements  of  the  insured,  and  where 
the  policy  form  is  prescribed  by  the  law  of  the  State  the  in- 
sured may  reasonably  be  expected  to  be  acquainted  with  the 
stipulations  of  the  policy.    Whetl^r  the  acts  or  knowledge  of 

'  See  Appendiz  XXX. 

'Appendix  XXX,  lines  124  and  125. 

*  Appendix  XXX. 
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an  insurance  company  constitutes  a  waiver  of  such  require- 
ments is  another  question  to  be  ^discussed  elsewhere. 

The  policy  specifies  the  amount  of  insurance,  the  premium 
and  the  rate,  the  latter  being  the  premium  per  $100  of  in- 
surance. The  amount  of  insurance  merely  measures  the  com- 
pany's maximum  liability  and  not  necessarily  its  actual  liabil- 
ity on  any  particular  loss.  The  requirements  made  of  the  in- 
sured are  (1)  that  he  will  truthfully  furnish  certain  facts, 
and  (2)  that  he  will  avoid  certain  acts. 

Extent  of  protection. — 

1.  Events  covered  by  the  policy. — ^The  policy  insures 
"against  all  direct  loss  or  damage  by  fire  and  by  removal  from 
premises  endangered  by  fire  except  as  herein  provided."'  The 
amount  for  which  the  company  is  liable  can  never  exceed  the 
face  value  of  the  policy  and  may  be  considerably  less,  but  we 
are  here  concerned  not  with  the  amount  of  liability,  but  with 
the  events  which  make  the  policy  payable.  It  is  essential  to 
consider  what  is  meant  by  a  loss  "by  fire."  It  is  not  neces- 
sary that  the  fire  actually  reach  the  property  which  is  de- 
stroyed or  damaged,  but  only  that  fire  shall  have  been  the 
proximate  cause  of  the  loss.  Whether  a  given  event  is  the 
proximate  cause  of  a  fire  is  primarily  a  question  of  fact,  but 
it  may  be  generally  so  considered  when  there  is  an  unbroken 
connection  between  the  said  event  and  the  loss  without  the 
intervention  of  some  new  and  independent  cause.  Thus,  in 
one  case  an  insurance  company  insured  a  plant  and  its  equip- 
ment, including  electrical  machinery.  A  fire  of  negligible 
size  and  duration  occurred  in  a  waste  basket,  which  was  suf- 
ficient, however,  to  come  in  contact  with  wires  connected  with 
the  machinery,  producing  a  short  circuit  which  severely  strained 
and  wrecked  most  of  the  machinery  in  the  building.  The 
court  held  that  the  fire  was  the  cause  bi  the  loss  and,  since 
the  companies  had  not  limited  their  liability  in  this  respect, 
they  were  compelled  to  pay.  Accordingly,  all  the  natural  re- 
sults of  a  fire  are  considered  losses  by  fire,  such  as  the  damage 
caused  by  smoke,  by  water,  by  the  necessary  removal  of  prop- 
erty, and  by  falling  walls  where  fire  was  the  cause.  On  the 
other  hand,  we  must  have  a  hostile  and  not  a  friendly  fire, 
understanding  by  the  latter  one  which  never  leaves  the  place 
intended  for  it.  For  instance,  a  company  will  not  be  held 
liable  for  damage  caused  by  smoke  thrown  off  by  an  oil  heater 

'  See  Appendix  XXX. 
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or  lamp,  nor  for  damage  to  a  stove  which  is  cracked  by  heat, 
nor  for  damage  to  a  wall  which  is  blistered  because  a  stove 
is  placed  too  near  it.  On  the  other  hand,  if  the  stove  falls 
over  and  the  fire  consequently  leaves  the  proper  receptacle, 
a  loss  by  fire  within  the  meaning  of  the  expression  results. 

The  policy  also  covers  loss  or  damage  caused  "by  removal 
from  premises  endangered  by  fire,"  and  this  expression  must 
be  considered  in  connection  with  the  provision  that  such  prop- 
erty is  covered  "pro  rata  for  five  days  at  each  proper  place 
to  which  any  of  the  property  shall  necessarily  be  removed  for 
preservation  from  firp."'  This  is  an  additional  incentive  to 
the  insured  to  protect  the  company  from  unnecessary  loss  by 
saving  and  preserving  goods  which  would  otherwise  become 
damaged.  If  a  policy  for  $14,000  of  insurance  covered  a 
$20,000  stock  of  goods  on  which  a  $5,000  loss  occurred,  and 
$5,000  worth  of  the  remaining  goods  were  removed  to  loca- 
tion "A,"  and  $10,000  worth  to  location  "B,"  5/15  of  the 
remaining  insurance  ($9,000)  or  $3,000,  would  follow  the 
goods  to  location  "A,"  and  10/15  or  $6,000  to  location  "B." 
This  insurance  covers  the  property  for  five  days,  which  is 
considered  a  sufiicient  length  of  time  for  the  owners  to  obtain 
a  new  policy  covering  the  new  location. 

It  will  be  noted  that  the  losses  described  above  are  covered 
"except  as  herein  provided,"  and  we  shall  see  that  certain 
articles  are  not  covered,  that  certain  events  make  the  policy 
of  no  effect,  and  that  the  company's  liability  is  as  a  result 
somewhat  modified. 

We  find  that  with  reference  to  insurance  property  may  be 
divided  into  three  groups :  ( 1 )  such  property  as  is  usually 
understood  to  be  covered  without  particular  reference  to  the 
same,  (2)  property  which  is  not  covered  by  the  ordinary  fire 
policy,  and  (3)  property  for  which  liability  must  be  specifi- 
cally assumed  by  endorsement.  Thus,  it  is  stated  that  "this 
policy  shall  not  cover  accounts,  bills,  currency,  deeds,  evidences 
of  debt,  money,  notes  or  securities."^  The  insurance  of  money 
is  considered  undesirable  from  the  standpoint  of  public  policy, 
inasmuch  as  it  would  be  very  difficult  to  prove  the  amount 
destroyed  by  the  fire,  or  to  trace  the  removal  of  money  or  secu- 
rities prior  to  the  fire.  The  value  of  a  deed  to  property  is  prob- 
lematical, for  while  the  instrument  is  a  matter  of  public  record 

*  See  Appendix  XXX. 
^Appendix  XXX,  lines  7,  8,  9. 
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it  has  some  value  in  itself.  Evidences  of  debt,  such  as  prom- 
issory notes,  are  of  uncertain  value,  depending  upon  the  credit 
of  the  promisor.  Turning  to  the  property  for  which  liability 
must  be  assumed  by  specific  endorsement,  the  above  quotation 
from  the  policy  continues:  **nor,  unless  specifically  named 
hereon  in  writing,  bullion,  manuscripts,  mechanical  drawings, 
dies  or  patterns."*  These  are  in  the  main  articles  which  may 
be  of  much  or  little  value,  depending  upon  circumstances.  The 
value  of  a  mechanical  drawing,  for  example,  may  be  highly 
doubtful,  there  being  no  practical  method  of  determining  its 
market  value,  while  a  pattern  is  valuable  only  if  the  article 
produced  from  it  is  salable  and  has  value.  These  exceptions 
enable  the  insurance  company  to  make  specific  arrangements 
for  the  insurance  of  articles  of  this  type.  They  are  often  in- 
sured under  a  **valued"  policy  in  which  the  value  is  agreed  upon 
at  the  time  of  issuing  the  policy.  Valued  policies  are,  in  gen- 
eral, undesirable. 

We  find  that  the  company  also  exempts  itself  from  liability 
for  loss  caused  by  certain  excepted  hazards,  including 
"invasion,  insurrection,  riot,  civil  war  or  commotion,  or  mil- 
itary or  usurped  power  or  by  order  of  any  civil  authority  or 
by  theft;  or  by  neglect  of  the  insured  to  use  all  reasonable 
means  to  save  and  preserve  the  property  at  and  after  a  fire  or 
when  the  property  is  endangered  by  fire  in  neighboring  prcmr 
ises."*    These  are  very  important  exceptions. 

For  losses  due  to  invasion,  insurrection,  riot,  civil  war  or 
commotion  or  military  or  usurped  power  the  company  is  not 
liable,  because  such  losses  occur  under  circumstances  not  con- 
templated at  the  time  the  policy  is  issued  and  where  a  loss 
can  hardly  be  prevented  or  reduced.  Furthermore,  in  many 
cases  the  insured  party  has  the  right  of  redress  against  the 
municipality  or  State.  The  exemption  from  loss  caused  "by 
order  of  any  civil  authority"  has  a  very  definite  reason.  It 
frequently  happens  that  in  large  conflagrations  property  is 
purposely  and  legally  destroyed  to  save  considerably  more 
property.  In  California  such  a  loss  is  not  considered  as  cov- 
ered by  the  policy,  but  in  most  other  States  it  is  held  to  be  a 
loss  by  fire  and  not  "by  order  of  any  civil  authority."  Losses 
by  theft  are  specifically  excluded  from  coverage,^*  inasmuch 

'Appendix  XXX,  lines  9-11. 
*  Appendix  XXX,  lines  14-19. 
^  Appendix  XXX,  line  16. 
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as  the  insured  might  be  expected  to  take  means  to  prevent 
such  losses  and  because,  under  the  laws  of  some  States,  a  fire 
insurance  company  cannot  cover  this  risk.  Separate  insurance, 
however,  may  now  be  obtained  against  insurrection,  riot,  and 
civil  commotion,"  also  protection  against  damage  to  property 
caused  by  striking  workmen.  The  remaining  portion  of  this 
provision,  stating  that  failure  of  the  insured  to  use  his  efforts 
in  behalf  of  the  insurance  company  will  result  in  a  denial  of 
liability  under  the  policy,  is  a  penalty  intended  to  reinforce  the 
provision  requiring  the  insured  to  preserve  all  the  property 
possible. 

The  policy  further  provides  "this  company  shall  not  be  lia- 
ble for  loss  or  damage  occurring  by  explosion  or  lightning 
unless  fire  ensue  and,  in  that  event,  for  loss  or  damage  by  fire 
only.""  Thus,  the  insurer  is  liable  only  for  the  loss  caused  by 
a  fire  following  the  explosion.  As  an  illustration  where  no 
liability  exists  we  might  take  the  case  of  a  steam  boiler  which, 
as  the  result  of  the  application  of  heat  in  the  ordinary  way, 
explodes.  For  this  the  company  has  no  liability  unless  the 
explosion  is  followed  by  fire.  Where  the  fire  precedes  the  ex- 
plosion and  the  explosion  is  a  direct  result  of  the  fire,  the  fire 
and  explosion  being  in  the  same  premises,  the  company  is  liable 
for  the  entire  loss. 

2.  Amounts  covered  by  the  policy. — The  contract  makes  the 

ccmipany  liable  "to  an  amount  not  exceeding  $ ."    This 

must  be  construed  only  as  the  maximum  amount  for  which  the 
company  can  be  held  liable,  its  actual  liability  in  particular 
cases  often  being  much  less,  even  where  total  destruction  results 
from  the  fire.  This  is  explained  by  the  clause  following:  "does 
insure  to  the  extent  of  the  actual  cash  value  (ascertained  with 
proper  deductions  for  depreciation)  of  the  property  at  the  time 
of  loss  or  damage."" 

Nothing  could  be  clearer  in  theory  than  the  expression 
'^actual  cash  value,"  but  few  things  are  more  difficult  to  de- 
termine in  practice.  The  circumstances  of  every  case  make  it 
seem  a  special  problem  to  which  no  general  rule  is  applicable. 
It  is  evident  that  the  meaning  of  the  contract  is  not  affected 
by  the  amount  of  insurance  on  the  property  or  the  value  of  the 
property  at  the  time  the  policy  was  issued,  but  depends  upon 

"Appendix  LVII. 

"*  Appendix  XXX,  lines  59-61. 

"Appendix  XXX. 
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the  actual  loss  suffered  by  the  insured.  To  allow  the  insured 
to  recover  the  original  value  of  real  estate  which  has  depre- 
ciated, of  machinery  which  has  been  subject  to  wear  and  tear, 
of  goods  which  have  lost  a  large  proportion  of  their  value 
because  of  changing  styles,  of  articles  which  have  become  al- 
most worthless,  would  be  an  injustice  to  other  policy-holders, 
to  the  company  and  to  the  public.  It  would  simply  furnish  an 
incentive  for  the  destruction  of  property,  because  more  could 
be  recovered  as  insurance  than  the  property  is  worth  while  in 
existence.  Even  under  present  conditions  it  is  found  that  busi- 
ness depressions,  which  reduce  the  values  of  buildings  and 
stocks  of  goods,  cause  large  increases  in  the  fire  losses.  Such 
conditions  furnish  an  incentive  for  a  fire. 

In  spite  of  the  theory  explained  above  some  States  have 
seen  fit  to  pass  "valued  policy  laws."  A  valued  policy  is  one 
where  the  value  of  the  property  insured  is  agreed  upon  when 
the  contract  is  made  and  not  when  the  loss  occurs — such  con- 
tracts being  common  in  marine  Insurance,  but  used  in  fire  insur- 
ance only  for  covering  bullion,  manuscripts,  drawings,  etc., 
whose  value  is  difficult  to  determine  at  any  time.  The  State 
laws  referred  to  make  every  policy  a  valued  policy,  so  that  if 
a  property  is  totally  destroyed  the  insured  is  entitled  to  claim 
from  the  company  the  full  amount  of  insurance  regardless  of 
the  value  of  the  property  at  the  time  of  the  loss.  Thus,  for 
the  destruction  of  a  building  insured  for  $10,000  the  insured 
would  be  entitled  to  claim  $10,000  although  the  building  might 
have  depreciated  to  a  value  of  only  $6,000,  Such  laws  have 
a  tendency  to  increase  fires. 

The  actual  cash  value  of  property  is  the  material  value  of 
such  property  and  not  the  subjective  value  which  a  particular 
person  may  place  upon  a  piece  of  property  because  of  affection 
or  sentiment.  Scarcity  may,  of  course,  give  an  object  market 
value,  as  in  the  case  of  a  postage  stamp  which  is  desired  by 
collectors,  but  a  high  personal  valuation  is  not  sufficient.  The 
actual  cash  value  is  furthermore  dependent  upon  the  stag^of 
ownership  which  the  property  has  reached  in  its  transfer  from 
manufacturer  to  consumer  at  the  time  of  the  loss.  In  a  book- 
let issued  by  one  company  this  is  very  appropriately  illustrated 
by  the  case  of  an  automobile.  In  a  factory  warehouse  it  Is 
valued  at  the  cost  of  production  exclusive  of  profit,  because 
the  ordinary  insurance  contract  does  not  cover  profit.  In 
the  dealer's  store  the  cost  of  production  of  the  automobile  has 
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been  increased  by  the  addition  of  the  manufacturer's  profit 
(which  is  cost  to  the  dealer)  and  freight  charges.  When  the 
automobile  reaches  the  final  purchaser  the  value  has  been 
further  increased  by  the  dealer's  profit  and  then  takes  a  sud* 
den  drop  with  the  first  day's  use,  and  the  question  of  actual 
cash  value  becomes  again  an  open  one.  We  have  spoken 
above  of  the  cost  of  production  but  this  is  not  easy  to  deter- 
mine, because  each  article  must  be  charged  not  only  with  the 
cost  of  the  raw  material  from  which  it  was  made  but  with 
a  proportion  of  the  trading  expenses  and  administration  ex- 
penses of  the  business.  In  fixing  the  cash  value  allowance 
must  be  made  for  the  depreciation  in  value  of  property  which 
is  not  new."  It  is  exceedingly  difficult  to  estimate  the  amount 
of  depreciation  in  real  estate  and  other  things  offer  even 
greater  difficulties.  Cash  value  really  means  the  cost  of  replac- 
ing an  object  with  new  property  at  the  time  of  the  loss,  less 
depreciation. 

"But  not  exceeding  the  amount  which  it  would  cost  to  repair 
or  replace  the  same  with  material  of  like  kind  and  quality."" 
This  is  connected  with  the  subject  of  depreciation.  Let  us 
suppose  that  an  article  was  originally  worth  $10,000  and  by 
reason  of  five  years'  use  had  depreciated  $4,000  in  value. 
Ordinarily  we  would  consider  the  company's  liability  in  case 
of  destruction  as  $6,000,  but  if  by  reason  of  inventions  and 
improved  methods  the  article  in  question  could  now  be  pro- 
duced for  $5,000,  this  would,  under  the  phrase  quoted  above, 
be  the  limit  of  liability.  From  this  a  deduction  for  deprecia- 
tion would  have  to  be  made,  inasmuch  as  the  company  is  not 
required  to  furnish  the  insured  with  a  new  article  in  place  of 
the  one  destroyed. 

This  implies  that  the  company  has  the  privilege  of  repairing 
or  replacing  the  property  instead  of  paying  the  loss,  which  is 
true,  since  the  policy  contains  a  provision  permitting  it  "to  take 
all  or  any  part  of  the  articles  at  the  agreed  or  appraised  value 
an3  also  to  repair,  rebuild  or  replace  the  property  lost  or  dam- 
aged with  other  of  like  kind  and  quality  within  a  reasonable 
time  on  gi\ang  notice  of  its  intention  so  to  do  within  thirty  days 
after  receipt  of  the  proof  of  loss  herein  required."*®  We  have 
given  an  illustration  above  where  it  would  be  more  profitable 

"  See  Appendix  XXX. 
*  See  Appendix  XXX. 
"Appendix  XXX,  lines  176-182. 
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for  the  insurance  company  to  replace  the  article  than  to  pay  the 
original  cost  less  depreciation  and  this  clause  gives  it  the  right 
to  so  do.  Let  us  imagine,  however,  an  article  oripnally  worth 
$1,000  which  has  appreciated  in  value  so  that  it  is  worth  at 
the  time  it  is  damaged  $1,200,  in  spite  of  the  wear  and  tear 
which  it  has  endured.  The  fire  damage,  we  will  assume,  is  20 
per  cent,  or  $240.  If  the  company  takes  the  damaged  article 
and  replaces  it  with  a  new  one  its  net  loss  will  be  $240.  If  it 
calculates  and  pays  the  amount  of  the  damage  its  net  loss  will  be 
the  same.  If,  however,  by  repairs  costing  $100  the  article 
could  be  put  in  as  good  condition  as  before  the  fire,  this  would 
obviously  be  the  economical  course  to  pursue  and  the  insured 
would  not  be  injured  in  any  way.  This  provision  is  valuable  to 
the  company  mainly  because  the  cost  of  materials  and  labor 
varies  from  time  to  time.  The  provision  requiring  this  to  be 
done  within  a  reasonable  time  protects  the  insured  against  the 
loss  of  the  use  of  his  property  in  case  such  repairs  cannot  be 
promptly  executed.  These  options  afford  the  company  a  fair 
method  of  resisting  excessive  claims  made  by  the  insured,  al- 
though such  options  are  not  ordinarily  used  since  (1)  the 
courts  generally  hold  the  companies  strictly  accountable  for 
supplying  materials  of  like  kind  and  quality  and  (2)  the  exer- 
cise of  the  options  compels  the  company  to  go  into  the  business 
of  buying  materials,  repairing  articles  and  restoring  buildings. 
The  trouble  and  difficulties  involved  in  this  work  have  led  to 
the  formation  of  salvage  companies  who  can  be  employed  to 
manage  such  matters.  In  order  to  exercise  the  privileges  re- 
ferred to  above  the  company  must  give  notice  of  its  intention 
within  thirty  days  after  the  receipt  of  the  proof  of  loss,  and 
having  once  given  such  notice  it  is  bound  by  it.  It  should  be 
noted  that  In  fire  insurance,  unlike  marine  insurance,  the  insured 
does  not  possess  the  privilege  of  surrendering  to  the  company 
what  is  left  of  the  property  and  claiming  the  face  value  of  the 
policy,  since  the  policy  states  "there  can  be  no  abandonment  to 
this  company  of  any  property."" 

The  contract  provides  that  the  loss  shall  be  settled  "without 
any  allowance  for  any  increased  cost  of  repair  or  reconstruc- 
tion by  reason  of  any  ordinance  or  law  regulating  construction 
or  repair.""  Many  cities  have  enacted  ordinances  intended  to 
prevent  the  further  use  of  features  of  building  construction 

"  Appendix  XXX,  lines  183-184. 
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which  contribute  to  fire  hazard.  Shingle  roofs  might  be  taken 
as  a  good  example.  In  the  event  of  the  destruction  of  the  roof 
it  may  be  necessary  by  reason  of  the  law  to  replace  it  with 
a  roof  costing  considerably  more  and  this  is  a  loss  for  which 
the  company  is  not  liable.  In  places  where  such  laws  are 
strictly  enforced  the  companies  assume  the  responsibility  by 
endorsement,  charging  an  additional  premium  therefor. 

The  insurance  company,  as  we  have  previously  seen,  as- 
sums  liability  for  direct  loss  by  fire  but  not  for  consequential 
losses.  The  policy  states  that  the  loss  will  be  settled  "without 
compensation  for  loss  resulting  from  interruption  of  business 
or  manufacture."^'  The  insured  can  recover  the  cash  value 
of  the  property  destroyed,  but  if  it  is  some  time  before  the 
property  is  again  in  his  possession  in  its  former  condition  and 
he  thereby  loses  money  through  inability  to  operate,  through 
the  loss  of  contracts  or  tlie  deprivation  of  profits  which  he 
might  otherwise  have  made,  the  insurer  is  not  liable  for  these 
latter  losses.  Such  losses  may  be  protected  against  by  obtain- 
ing use  and  occupancy  insurance,  business  interruption  indem- 
nity, rent  insurance  or  profits  insurance,**^  but  are  not  covered 
by  the  usual  fire  insurance  policy.  Such  insurance  may  be 
provided  for  by  endorsements  on  the  fire  policy  and  will  be 
rieferred  to  in  the  next  chapter. 

Finally,  in  connection  with  the  amount  for  which  the  com- 
pany is  liable  in  the  event  of  loss,  we  must  consider  the  case 
where  the  same  property  is  insured  in  several  companies,  as 
is  frequently  done  with  large  risks.  Suppose,  for  example,  a 
property  worth  $400,000  which  is  insured  in  company  "A" 
for  $300,000  and  in  company  "B"  for  $100,000.  The  poli- 
cies of  both  companies  provide  that  "This  company  shall  not 
be  liable  for  a  greater  proportion  of  any  loss  or  damage  than 
the  amount  hereby  insured  shall  bear  to  the  whole  insurance 
covering  the  property,  whether  valid  or  not  and  whether  col- 
lectible or  not.""  In  our  illustration,  company  "A"  is  liable 
for  three-quarters  of  any  loss  and  company  "B"  for  one-quarter 
of  any  loss.  According  to  the  last  phrase  of  the  provision,  if 
company  "A"  should  become  insolvent  and  able  to  pay  only 
50  cents  on  the  dollar,  company  "B"  cannot  be  relied  upon  to 
make  up  the  balance  and  the  insured  will  consequently  receive 

*  Appendix  XXX. 
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only  three-eighths  of  the  loss  from  company  **A"  and  one* 
quarter  of  the  loss  from  company  **B,"  losing  the  remaining 
three-eighths  of  the  damage  because  he  selected  a  weak  com- 
pany. Were  it  otherwise,  the  property  owner  would  take  a 
small  amount  of  insurance  in  a  strong  company  and  the  balance 
of  the  value  he  would  insure  with  weaker  companies  at  lower 
rates,  depending  nevertheless  upon  the  strong  company  to  pay 
any  sums  which  the  weaker  companies  might  be  unable  to  pay. 

Inception  and  termination  of  the  contract. — The  policy- 
states  that  the  company  **does  insure  for  the  term  of 

....  from  the day  of 19 .  . 

at  noon,  to  the day  of 19.  . 

at  noon."  The  usual  periods  of  time  are  one,  three  and  five 
years.  The  word  "noon"  is  defined  by  the  policy  as  noon  of 
standard  time  at  the  place  of  loss  or  damage,^^  although 
standing  alone  it  was  formerly  given  various  interpretations 
by  the  courts.  By  agreement  the  date  of  termination  of  the 
contract  might  be  left  open;  in  one  decision  the  court  said  that 
a  standard  policy  with  date  of  termination  left  blank  would 
be  considered  as  binding  for  at  least  a  reasonable  time. 

From  the  standpoint  of  the  insured  the  vital  element  Is  the 
determination  of  the  moment  when  the  contract  with  the  com- 
pany takes  effect,  that  is  to  say,  when  the  insurance  begins. 
The  acceptance  of  the  risk  by  the  company  is  the  act  which 
determines  this  and  delivery  of  the  policy,  while  excellent  evi- 
dence of  this  fact,  is  not  essential.  A  general  agent  frequently 
binds  the  company  by  the  statement  that  the  policy  will  be 
issued  and  many  cases  have  arisen  where  the  mailing  of  a 
policy  was  considered  acceptance  of  the  risk,  because  the  post- 
office  is  considered  the  agent  of  the  insured  and  acceptance 
indicated  to  it  Is  acceptance  indicated  to  him.  To  avoid  this 
question  a  representative  of  the  company  issues  to  the  insured 
a  ''binder,"  which  is  written  evidence  of  the  acceptance  of  the 
risk.  This  specifies  that  the  insurance  is  binding  from  a  definite 
date,  gives  a  brief  description  of  the  property,  stating  that  the 
"binder"  terminates  upon  delivery  of  the  policy  or  upon  a 
date  named  therein,  and  provides  for  the  adjustment  of  any 
loss  in  accordance  with  the  provisions  stipulated  in  the  stand- 
ard policy.^ 

The  former  New  York  standard  policy  contained  a  provision 

"  Appendix  XXX,  lioes  106-107. 
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that  the  contract  might  be  continued  by  renewal,  but  without 
such  provision  the  parties  may,  of  course,  by  agreement  con- 
tinue their  relations.  Such  a  renewal  may  be  effected  by  a 
renewal  agreement,  by  the  issuance  of  a  new  policy,  or  by  a 
renewal  receipt.**  The  renewal  receipt  is  merely  a  statement 
in  writing  of  the  intention  of  the  parties  to  renew  the  contract. 
Where  changes  of  amount,  location  or  hazard  have  taken  place, 
a  renewal  receipt  is  inadvisable  and  a  new  policy  should 
be  issued.  A  renewal  creates  a  new  contract  on  the  same 
terms  as  the  old  one,  so  that  if  the  insured  has  violated  the 
old  policy  so  as  to  make  it  void,  the  renewal  creates  a  new 
contract  which  is  not  affected  by  acts  during  the  term  of  the 
old  contract.  Likewise,  the  insured  need  not  expect  that  the 
unwritten  privileges  which  he  enjoyed  under  the  old  policy  are 
to  be  continued  under  the  renewal  unless  endorsed  on  the 
policy.  In  one  case,  however,  the  court  held  that  the  insured 
was  entitled  to  presume  that  the  new  contract  was  similar  to 
the  old  one,  even  though  he  failed  to  read  the  new  policy.  The 
description  which  the  insured  gives  must  apply  to  the  property 
as  it  is  at  the  time  of  renewal  and  he  must  also  disclose  to 
the  company  any  changes  in  hazard  which  have  taken  place. 

A  policy  may  be  terminated  in  three  ways :  ( 1 )  by  expira- 
tion of  the  term  without  renewal,  (2)  by  cancellation  and  (3) 
by  the  occurrence  of  some  event  named  in  the  policy.  The  first 
requires  no  discussion.  As  regards  cancellation,  the  policy  pro- 
vides that  "This  policy  shall  be  cancelled  at  any  time  at  the 
request  of  the  insured,  in  which  case  the  company  shall,  upon 
demand  and  surrender  of  this  policy,  refund  the  excess  of  paid 
premium  above  the  pro  rata  premium  for  the  expired  time, 
which  excess,  if  not  tendered  shall  be  refunded  on  demand. 
Notice  of  cancellation  shall  state  that  said  excess  premium  (if 
not  tendered)  will  be  refunded  on  demand."*'  Either  the 
insured  or  the  company  may  terminate  the  contract  by  cancel- 
lation. While  no  obligations  are  imposed  on  the  insured,  how- 
ever, the  company  must  do  two  things :  ( 1 )  give  five  days' 
notice  of  its  intention  in  writing,  and  (2)  tender,  or  offer  to 
tender,  the  unearned  premium.  The  notice  given  by  the  com- 
pany is  intended  to  enable  the  insured  to  obtain  new  insurance 
on  his  property  if  desired.  To  a  mortgagee,  ten  days'  notice 
is  necessary. 

*  Appendix  XLIII. 
'Appendix  XXX,  lines  89-100. 
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As  previously  worded,  the  requirement  that  "the  unearned 
premium  shall  be  returned  on  surrender  of  this  policy^'  was 
construed  by  the  courts  to  mean  that  the  unearned  premium 
must  be  tendered  at  the  time  of  cancellation  in  order  that  an 
attempted  cancellation  might  be  effective.  But  it  is  frequently 
difficult  for  the  company  to  reach  the  insured  with  a  notice 
of  cancellation,  and  a  dishonest  person  may  purposely  avoid 
the  service  of  the  cancellation  notice  and  the  tender  of  the 
unearned  premium.  A  notice  that  "the  pro  rata  unearned 
premium,  if  the  premium  has  actually  been  paid,  is  held  sub- 
ject to  your  order  on  surrender  of  said  policy,"  would  be  in- 
effective under  the  old  standard  policy  according  to  court  de- 
cisions. It  is  provided  by  the  new  form,  therefore,  that  the 
company  may  cancel  without  tender  of  the  unearned  premium, 
provided  that  said  unearned  premium  be  refunded  upon  demand 
to  the  insured  and  the  insured  notified  that  such  will  be  done 
in  order  that  he  may  be  aware  of  his  rights.  In  case  of  can- 
cellation by  the  company  the  insured  is  entitled  to  a  return  of 
the  pro  rata  portion  of  the  premium  for  the  unexpired  time, 
so  that  if  a  one-year  policy  is  cancelled  at  the  end  of  six  months 
he  is  entitled  to  a  return  of  one-half  of  the  premium.  In  case 
the  insured  desires  to  cancel  the  policy  the  company  returns 
only  the  difference  between  the  premium  paid  and  the  "short 
rate"  customarily  charged.  A  "short  rate"  is  a  rate  charged 
for  insurance  of  less  than  one  year,  and  is  justified  for  such 
insurance  because  of  the  higher  relative  expense  involved.  It 
costs  nearly  as  much  to  write  insurance  for  one  month  as  for 
one  year,  and  therefore  when  the  insured  cancels  at  the  end  of 
six  months  he  cannot  expect  to  receive  one-half  of  the  pre- 
mium. For  example,  the  premium  for  one  month,  according 
to  the  short  rate  table  used  by  the  company,  might  be  20  per 
cent  of  the  annual  rate.  Under  any  other  arrangement,  per- 
sons would  always  take  one-year  policies  and  cancel  them  when 
necessary,  thus  causing  additional  clerical  work.  A  sample 
"short  rate"  table  is  given  in  the  appendices.** 

The  policy  also  provides  that  "if  loss  or  damage  is  made 
payable  in  whole  or  in  part  to  a  mortgagee  not  named  herein 
as  the  insured,  this  policy  may  be  cancelled  as  to  such  interest 
by  giving  to  such  mortgagee  a  ten  days'  written  notice  of  can- 
cellation.""   This  applies  to  a  policy  taken  by  the  owner  and 

"•  Appendix  XLIV. 
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I 

made  payable  to  a  mortgagee  who  has  lent  money  •n  the 
property. 

While  neither  the  insured  nor  the  company  is  required  to 
give  reasons  for  cancellation,  the  principal  reasons  for  cancel- 
lation by  the  company  are  increase  of  hazard,  bad  physical 
or  moral  hazard,  unsatisfactory  loss  ratio,  over-insurance  and 
non-payment  of  premiums. 

There  are  many  provisions  in  the  policy  as  to  acts  which 
render  it  temporarily  or  permanently  void,  all  of  which  arc 
discussed  later  in  this  chapter;  but  in  contrast  with  the  void- 
ing of  the  policy,  one  provision  states  that  the  insurance  shall 
"cease  if  a  building  or  any  material  part  thereof  fall  except 
as  the  result  of  fire."^  All  insurance  on  such  building  or  its 
contents  thereupon  ceases  because  after  the  building  has  fallen 
the  risk  has  materially  changed.  While  this  provision  has  been 
enforced  by  the  courts,  it  has  always  been  strictly  construed 
against  the  companies,  who  were  usually  compelled  to^  prove 
that  a  material  part  of  the  building  had  fallen.  The  intro* 
duction  of  the  word  "material"  now  makes  this  a  part  of  the 
contract. 

Suspendon  and  voidance  of  the  policy. — Suspension.^ — 
Since  the  insurance  company  accepts  a  risk  and  names  a  pre- 
mium on  the  basis  of  the  hazard  existing  at  the  time  the  risk 
is  offered,  many  provisions  are  inserted  which  are  designed  to 
prevent  the  increase  of  such  hazard  without  the  knowledge  of 
the  company.  In  the  original  New  York  standard  form  the 
companies  attempted  to  prevent  this  increase  of  hazard  by 
providing  that  the  policy  was  void  when  one  of  the  above-men- 
tioned provisions  was  violated.  The  question  then  arose 
as  to  whether  the  policy  again  became  valid  when  the  violation 
ceased.  If  the  policy  became  void,  for  example,  when  gasoline 
was  stored  on  certain  premises,  did  the  policy  again  become 
valid  when  the  gasoline  was  removed?  The  companies  an- 
swered this  question  in  the  negative  but  the  courts  were  favor- 
able to  the  insured,  and  in  many  States  the  policy  was  revived 
when  the  violation  ceased.  Accordingly,  the  new  policy  form 
merely  suspends  the  policy  while  such  violations  continue.^ 
The  various  acts  considered  to  increase  the  hazard  will  now 
be  considered. 

The   policy   provides   that   ''the    Company   shall  not  be 

"Appendix  XXX,  lines  68-71. 
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liable  for  loss  or  damage  occurring  while  the  insured  shall 
have  any  other  contract  of  insurance  whether  valid  or  not  on 
property  covered  in  whole  or  in  part  by  this  policy."*®  Con- 
sent for  other  insurance  may  be  obtained  from  the  company, 
of  course,  and  an  endorsement  made  on  the  policy.  Such  con- 
sent is  obtained  without  any  extra  charge  except  in  cases  where 
there  is  a  specific  object  in  restricting  the  amount  of  insurance. 
Thus,  it  is  sometimes  the  object  not  to  insure  the  full  value 
of  the  property  in  order  to  compel  the  insured  to  exercise 
greater  care.  Likewise,  the  amount  of  insurance  may  be 
limited  with  the  object  of  decreasing  any  moral  hazard  that 
may  exist.  It  will  be  noted  that  this  prohibition  only  refers 
to  other  contracts  of  insurance  taken  out  by  the  insured  anid 
its  object  is  not  to  prevent  several  different  interests  in  the 
same  property  from  being  insured,  but  to  prevent  the  same 
interest  from  securing  several  different  policies  without  the 
knowledge  of  the  companies.  The  courts  have  upheld  this 
clause  as  it  would  otherwise  be  easy  for  a  person  to  over-insure 
his^  property  and  thus  create  an  incentive  for  its  destruction. 
In  regard  to  the  policy  provision  of  the  former  standard  policy, 
three  lines  of  court  decisions  exist.  One  held  that  where  two 
policies  existed  without  consent  the  later  policy  was  void  from 
its  inception  because  of  the  prohibition  and  since  the  second 
policy  never  really  existed,  the  first  policy  was  valid.  Another 
view  was  that  the  subsequent  policy  invalidated  the  first  policy 
and  might  or  might  not  itself  be  valid,  while  a  third  view  gave 
the  insured  the  benefit  of  one  policy,  but  not  of  both;  i.e.,  if 
the  company  recognized  the  subsequent  policy,  the  first  was. 
invalid,  and  if  the  second  Company  repudiated  the  second 
policy,  the  first  was  valid. 

It  will  be  noticed  that  this  prohibition  refers  to  a  property 
**covered  in  whole  or  in  part  by  this  policy,"'^  an  expression 
which  brings  up  the  doctrine  of  "entirety  of  the  contract." 
This  is  important  not  only  in  connection  with  this  subject  of 
suspension  but  with  many  others.  It  would  seem  that  the 
intention  of  the  company  is  that  when  the  policy  is  violated  as 
regards  a  part  of  the  property,  the  entire  policy  on  all  the 
property  is  suspended.  In  other  words  the  policy  is  regarded 
as  a  unit  and  indivisible.  The  court  decisions  of  the  past  show 
a  tendency,  however,  to  be  lenient  toward  the  insured  and  the 

"Appendix  XXX,  lines  35-37. 
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poliqr  has  sometimes  been  considered  as  divisible  and  some- 
times as  indivisible.  One  court  held  that  when  the  company 
acknowledged  its  liability  upon  one  building  covered  by  a 
policy,  it  acknowledged  liability  upon  all  of  them,  although 
the  provision  against  vacancy  had  been  violated  in  regard  to 
part  of  the  property.  But  in  another  case,  where  the  policy 
covered  sixteen  tenement  houses,  the  court  held  the  policy  to 
be  valid  in  the  case  of  one  building  which  was  burned,  although 
at  the  time  eight  of  the  houses  were  vacant  contrary  to  the 
policy  provision.  The  tendency  has  been  to  give  some  con- 
sideration to  the  character  of  the  subject  matter  insured.  The 
policy  should  undoubtedly  be  strictly  construed  where  it  cov- 
ers a  building  and  its  contents,  whereas  a  policy  covering  sev- 
eral buildings  some  distance  apart  might  be  considered  divis- 
ible on  the  ground  that  in  the  former  case  both  items  of  prop- 
erty are  closely  related  while  in  the  latter  they  are  separate 
entities. 

The  Company  shall  not  be  liable  for  loss  or  damage  occur- 
ring ''while  mechanics  are  employed  in  building,  altering,  or  re- 
pairing the  described  premises  beyond  a  period  of  fifteen 
days.""  It  is  plain  that  the  object  of  this  clause  is  to  permit 
the  insured  to  make  such  alterations  and  repairs  as  are  nec- 
essary for  the  up-keep  of  the  property,  but  not  to  cover  a 
building  while  It  is  being  extensively  remodeled.  This  latter 
is  a  risk  which  was  not  contemplated  at  the  time  when  the 
policy  was  issued  and  therefore  special  permission  in  writing 
must  be  obtained. 

Certain  dangerous  processes  and  articles  are  also  prohibited. 
The  company  is  not  liable  'Vhile  Illuminating  gas  or  vapor  Is 
generated  on  the  described  premises;  or  while  (any  usage  or 
custom  to  the  contrary  notwithstanding)  there  is  kept,  used  or 
allowed  on  the  described  premises  fireworks,  greek  fire,  phos- 
phorus, explosives,  benzine,  gasoline,  naphtha,  or  any  other 
petroleum  product  of  greater  inflammability  than  kerosene  oil, 
gunpowder  exceeding  twenty-five  pounds,  or  kerosene  oil  ex- 
ceeding five  barrels.'"*  The  list  in  the  former  standard  policy 
included  in  addition  benzol,  dynamite,  ether,  nitro-glycerlne; 
and  in  regard  to  kerosene  oil,  it  was  required  that  It  be  drawn 
and  that  lamps  be  filled  by  daylight,  or  at  a  distance  not  less 
than  ten  feet  from  artificial  light.    Benzol,  dynamite,  naphtha 

*  Appendix  XXX,  lines  41-43. 
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and  nitro-glycerine,  however,  are  also  included  within  the 
meaning  if  not  the  words  of  the  new  clause,  while  ether  and 
kerosene  oil  have  become  relatively  little  used  in  the  ordinary 
dwelling  or  business  house.  The  provision  regarding  the  fill- 
ing of  lamps  was  never  enforceable.  It  should  be  noted  that 
nearly  every  court  has  held  that  where  the  use  of  any  pro- 
hibited article  is  usual  and  necessary  in  the  conduct  of  the  busi- 
ness of  the  insured  or  is  kept  in  similar  establishments  it  does 
not  void  the  policy,  although  there  are  some  decisions  to  the 
contrary.  In  many  cases  the  provision  "any  custom  of  trade 
or  manufacture  to  the  contrary  notwithstanding,"  has  been  held 
to  be  in  restraint  of  trade  and  contrary  to  public  policy. 

In  regard  to  manufacturing  establishments,  the  company  is 
not  liable  "while  operated  in  whole  or  in  part  between  the 
hours  of  10:00  P.  M.  and  5:00  A.  M.  or  while  it  ceases  to 
be  operated  beyond  a  period  of  ten  days."**  In  the  great  ma- 
jority of  cases  overtime  operation  increases  the  hazard,  while 
the  latter  portion  of  the  phrase  is  intended  to  cover  two  cases — 
( 1 )  where  a  strike  occurs,  with  consequent  additional  danger 
to  the  premises  and  ( 2 )  where  business  is  poor  and  the  prop- 
erty consequently  becomes  worthless  in  the  owner's  estima- 
tion, thus  increasing  the  moral  hazard. 

The  company  is  not  liable  "while  a  described  building, 
whether  intended  for  occupancy  by  owner  or  tenant,  is  vacant 
or  unoccupied  beyond  a  period  of  ten  days."^  Vacancy  has 
been  considered  as  meaning  the  absence  of  any  person  or  thing, 
while  unoccupancy  refers  to  the  absence  of  persons.  A  build- 
ing which  is  unoccupied  is  not  necessarily  vacant  but  either  of 
these  conditions  is  sufficient  to  suspend  the  policy.  This  pro- 
vision has  in  the  main  been  held  valid  by  the  courts.  Experi- 
ence shows  that  the  hazard  is  increased  by  vacancy  or  unoc- 
cupancy, inasmuch  as  under  such  circumstances  there  is  no  one 
on  the  premises  by  whom  the  presence  of  fire  may  be  promptly 
detected.  Vacant  or  unoccupied  premises  also  increase  the 
danger  of  accidental  fires  caused  by  irresponsible  persons. 

A  company  is  not  liable  for  property  "while  incimibercd 
by  a  chattel  mortgage,  and  during  the  time  of  such  incumbrance 
this  Company  shall  be  liable  only  for  loss  or  damage  to  any 
other  property  insured  hereunder.""    The  chattel  mortgage 

**  Appendix  XXX,  lines  52-55. 
"  Appendix  XXX,  lines  56-5S. 
**  Appendix  XXX»  lines  65-67. 
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it  regarded  as  objectionable  because  it  frequently  indicates  the 
poor  financial  condition  of  the  insured,  and  the  property  also 
usually  depreciates  in  value  before  payment  for  it  is  completed. 
A  custom  of  business  requiring  chattel  mortgages  may  induce 
a  company  to  waive  its  objections  but  liens  on  personal  prop- 
erty are  in  general  avoided.  It  will  be  noted  that  the  contract 
is  hereby  specifically  stated  to  be  divisible  and  not  "entire." 

The  company  insures  the  property  "while  located  and  con- 
tained as  described  herein,  or  pro  rata  for  five  days  at  each 
proper  place  to  which  any  of  the  property  shall  necessarily  be 
removed  for  preservation  from  fire,  but  not  elsewhere.""  The 
policy  is  thus  suspended,  according  to  its  terms,  while  the 
property  is  not  in  the  location  described.  While  the  language 
employed  could  hardly  be  stronger  or  clearer,  the  courts  have 
been  lenient  toward  the  insured.  In  various  jurisdictions  vary- 
ing decisions  have  been  rendered.  Thus,  a  policy  on  a  car- 
riage destroyed  while  out  for  repairs  was  held  valid  on  the 
ground  that  the  company  must  have  contemplated  the  moving 
of  the  carriage  for  this  purpose  when  it  wrote  the  policy,  but 
in  another  case  a  policy  on  a  fire  engine  was  declared  void  be- 
cause the  engine  was  destroyed  while  at  a  fire.  In  general,  it 
would  seem  equitable  to  take  into  account  the  nature  of  the 
subject  of  insurance,  although  this  may  give  rise  to  difficult 
cases  in  practice. 

Finally,  there  is  a  blanket  clause  Intended  to  cover  other  acts 
of  the  insured  not  already  enumerated,  to  the  effect  that  the 
company  shall  not  be  liable  "while  the  hazard  is  increased  by 
any  means  within  the  control  or  knowledge  of  the  Insured." 

Foidance. — ^As  previously  stated,  the  actions  which  render 
the  policy  permanently  void  have  been  considerably  reduced 
in  number  by  the  New  York  form.  Those  which  remain  may 
be  divided  into  two  groups,  ( 1 )  provisions  dealing  with  mis- 
representation and  (2)  provisions  dealing  with  ownership. 

The  policy  provides  that  "This  entire  policy  shall  be  void 
if  the  insured  has  concealed  or  misrepresented  any  material 
fact  or  circumstance  concerning  this  insurance  or  the  subject 
thereof,"  and  "in  case  of  any  fraud  or  false  swearing  by  the 
insured  touching  any  matter  relating  to  this  insurance  or  the 
subject  thereof,  .whether  before  or  after  a  loss."'*'    Good  faith 

"  Appendix  XXX. 

*  Appendix  ITXX,  lines  1-6. 
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is  an  important  element  of  every  insurance  contract  and  the 
insurer  and  insured  are  both  supposed  to  be  in  possession  of 
the  same  facts  if  such  facts  are  material.  It  is,  however,  very 
difficult  to  prove  concealment  or  misrepresentation,  as  it  is 
necessary  to  show  that  this  occurred  with  intent  to  deceive  and 
that  it  was  material  to  the  contract.  It  is  usually  held  that  if 
the  company  does  not  make  the  inquiry  the  insured  is  not 
bound  to  divulge  any  information.  Oh  the  other  hand,  the 
insured  must  not  suppress  any  information  which  the  com- 
pany seeks  to  obtain.  If  the  statements  of  the  insured  could 
be  considered  as  warranties  it  would  be  sufficient  to  void  the 
contract  if  the  company  showed  that  they  were  untrue,  but 
the  laws  of  many  States  hold  the  statements  of  the  insured  to 
be  merely  representations  which  become  significant  only  if  un- 
true materially  and  made  with  intent  to  deceive.  But  the 
courts  have  not  been  so  lenient  in  their  treatment  of  fraudu- 
lent statements  made  following  a  loss,  although  mere  mistakes 
are  not  sufficient  to  invalidate  the  policy.  In  the  former  stand- 
ard policy  plans  and  descriptions  of  the  property  were  stated 
to  be  warranties,  but  the  laws  referred  to  made  this  provision 
nugatory. 

The  policy  is  void  "if  the  interest  of  the  insured  be  other 
than  unconditional  and  sole  ownership,"  unless  otherwise  pro- 
vided.*® As  described  in  a  previous  chapter,  however,  the  in- 
terest of  a  mortgagee  may  be  and  sometimes  is  insured  by  his 
own  policy  and  the  owner  of  the  property  may  have  a  mortgage 
clause  endorsed  on  his  policy  for  the  protection  of  the  mort- 
gagee. According  to  this  provision  an  insurable  interest  is 
not  sufficient  to  make  the  contract  valid.  A  few  illustrations 
will  make  this  plain.  A  stockholder  in  a  corporation  is  part 
owner  of  the  assets  of  the  corporation  but  he  is  not  a  sole 
and  unconditional  owner  because  the  title  and  ownership  is 
vested  in  an  artificial  body,  the  corporation.  Again  a  person 
may  be  entitled  to  royalties  from  the  use  of  certain  property, 
but  he  is  not  the  sole  and  unconditional  owner.  A  partner  has 
an  insurable  interest  in  the  property  of  the  firm,  but  does  not 
comply  with  the  requirements  of  sole  ownership.  It  has  been 
held  by  the  courts,  however,  that  mortgaging  the  property 
does  not  deprive  the  insured  of  sole  and  unconditional  owner- 
ship, inasmuch  as  while  he  cannot  dispose  of  the  property,  he 

*  Appendix  XXX,  lines  22  and  23. 
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can  dispose  of  his  interest  therein.  Where  property  is  pur- 
chased on  the  installment  plan  and  the  seller  retains  the  title 
until  the  installments  are  paid,  the  status  of  the  buyer  is  doubt- 
ful. Such  interests  are  provided  for  by  forms  referred  to  In 
the  next  chapter. 

Unless  otherwise  provided  the  policy  is  void,  "if  the  subject 
of  insurance  be  a  building  on  ground  not  owned  by  the  insured 
in  fee  simple."**  Fee  simple  is  a  title  free  frbm  condition  or 
limitation,  the  largest  estate  of  ownership  known  to  the  law. 
For  example,  buildings  standing  on  ground  not  owned  by  the 
insured  may  have  their  value  suddenly  diminished  by  some 
action  taken  with  reference  to  the  ground  and  the  owner  of 
the  buildings  have  the  value  thereof  practically  taken  away 
from  him  by  an  order  to  remove  them. 

Unless  otherwise  provided  the  policy  is  void,  "if,  with  the 
knowledge  of  the  insured,  foreclosure  proceedings  be  com- 
menced or  notice  given  of  sale  of  any  property  insured  here- 
under by  reason  of  any  mortgage  or  trust  deed.""  Foreclosure 
proceedings  frequently  lead  to  quarrels  between  the  parties 
involved  and  increase  the  moral  hazard.  Furthermore,  the 
sale  of  a  portion  of  the  property  may  render  the  remaining 
property  proportionately  much  less  valuable.  The  doctrine  of 
entirety  of  the  contract  very  properly  applies  here. 

The  policy  is  also  void  "if  any  change,  other  than  by  the 
death  of  an  insured,  takes  place  in  the  interest,  title  or  posses- 
sion of  the  subject  of  insurance  (except  change  of  occupants 
without  increase  of  hazard)."  "  Insurance  does  not  cover  a 
particular  piece  of  property  but  some  person's  interest  in  that 
property.  It  is  therefore  a  personal  contract  and  the  policy  is- 
sued to  one  person  will  not  cover  another  without  special  agree- 
ment to  that  effect.  Otherwise  a  change  of  possession  or  title 
might  greatly  increase  the  risk  (inasmuch  as  all  persons  are  not 
equally  reliable  or  careful)  without  the  insurance  company 
being  able  to  protect  itself.  This  clause,  however,  is  not  de- 
signed to  prevent  an  administrator,  executor  or  heirs  from 
obtaining  the  benefit  of  the  insurance  bought  by  the  deceased, 
or  to  cause  unnecessary  annoyance  to  an  owner  who  rents  his 
premises. 

*  Appendix  XXX,  lines  24  and  25. 

*  Appendix  XXX,  lines  25-28. 

*  Appendix  XXX,  lines  28-31. 
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The  assignment  of  a  policy  before  a  loss  may  transfer  the 
insurance  to  an  undesirable  person.  In  this  connection,  how- 
ever, see  the  chapter  dealing  with  ** Assignment  of  the  Policy" 
where  some  cases  of  assignment  without  consent  are  discussed. 

The  next  provision  to  be  discussed  has  to  do  with  both 
agency  and  the  settlement  of  losses  but  is  inserted  at  this  point 
because,  in  substance,  it  means  that  the  privileges  granted  to 
the  insured  without  endorsements  on  the  policy  in  writing  are 
void  and  that  no  act  required  for  the  purpose  of  settling  a 
loss  shall  be  held  to  void  any  provision  of  the  policy.  The 
subject  of  waiver  may  be  divided  into  three  sections,  refer- 
ring to  ( 1 )  acts  of  the  agent  at  the  time  of  the  issuance  of 
the  policy,  (2)  acts  of  the  agent  after  the  issuance  of  the 
policy  and  before  a  loss  and  (3)  acts  of  the  agent  after  a 
loss.  The  company  and  its  agents  must  be  exceedingly  careful, 
in  spite  of  the  provision  referred  to,  not  to  do  anything  which 
may  be  construed  as  a  waiver.  After  the  policy  has  been  is- 
sued it  is  generally  held  that  waiver  must  be  In  writing.  If, 
prior  to  the  issuance  of  the  policy,  the  company  or  its  agents 
are  well  aware  of  a  condition  which  exists  with  respect  to  such 
property  the  company  may  be  held  to  have  waived  the  pro- 
vision in  the  policy  applicable  to  such  condition.  It  was  very 
difficult  for  the  company  to  deal  with  the  insured  in  the  settle- 
ment of  losses  without  waiving  a  violation  under  the  old  form 
of  policy.  It  is  the  practice,  therefore,  for  the  company  to 
attempt  to  have  the  insured  sign  a  non-waiver  agreement  pro- 
viding that  the  actions  of  the  company  or  its  representatives  in 
settling  a  loss  shall  not  be  considered  as  a  waiver  of  any  of  its 
rights.  Otherwise  it  might  be  inferred  that  an  insurance  com- 
pany waived  a  forfeiture  of  the  policy,  for  example,  by  pro- 
ceeding to  attempt  an  estimate  of  the  amount  of  the  loss,  or 
by  a  submission  of  a  claim  to  arbitration.  The  present  policy 
is  better  worded  from  the  standpoint  of  the  company.  It 
reads,  "No  one  shall  have  power  to  waive  any  provision  or 
condition  of  this  policy  except  such  as  by  the  terms  of  this 
policy  may  be  the  subject  of  agreement  added  hereto,  nor  shall 
any  such  provision  or  condition  Be  held  to  be  waived  unless 
such  waiver  shall  be  in  writing  added  hereto,  nor  shall  any 
provision  or  condition  of  this  policy  or  any  forfeiture  be  held 
to  be  waived  by  any  requirement,  act  or  proceeding  on  the 
part  of  this  Company  relating  to  appraisal  or  to  any  examina- 
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tion  herein  provided  for ;  nor  shall  any  privilege  or  permission 
affecting  the  insurance  hereunder  exist  or  be  claimed  by  the 
insured  unless  granted  herein  or  by  rider  added  hereto."**  The 
original  form  provided  that  **No  officer,  agent  or  other  repre- 
sentative of  this  Company  shall  have  power  to  waive  any  pro- 
vision or  condition  of  this  policy  except  such  as  by  the  terms, 
etc.,"  but  the  courts  repelled  the  suggestion  that  one  who  was 
held  out  as  a  general  agent  could  not  bind  the  company  by  his 
acts. 

Loss  settlements. — ^The  provisions  of  the  policy  relating  to 
the  settlement  of  losses  are  so  extensive  and  the  principles  in- 
volved are  so  important,  that  a  separate  chapter  is  devoted  to 
their  consideration.     ( Chapter  XVIII ) . 

• 

"ApKBdix  XXX,  linei  7S-S8. 


Chapter  XV 

FIRE  INSURANCE  FORMS  AND  CLAUSES 

Since  the  standard  policy  form  is  rigid  in  nature  and  not 
adapted  to  all  sets  of  circumstances  as  it  stands,  it  is  therefore 
frequently  necessary  to  modify  it  by  the  addition  of  endorse- 
ments or  "riders."  For  "example,  some  endorsement  must 
be  made  on  the  policy  to  give  a  description  of  the  property 
insured,  while  an  endorsement  may  be  made  whereby  the  pro- 
hibition of  vacancy  is  temporarily  waived.  It  is  in  this  con- 
nection that  the  fire  insurance  broker  is  in  a  position  to  render 
the  greatest  service  to  his  client.  He  should  be  able,  by  reason 
of  his  experience  in  insurance  and  his  knowledge  of  the  in- 
sured's business,  to  suggest  endorsements  which  are  necessary 
to  adapt  the  standard  form  to  the  circumstances  of  the  par- 
ticular case.  It  is  necessary,  furthermore,  that  these  endorse- 
ments be  worded  so  as  to  give  to  the  insured  the  protection 
which  he  requires  and  believes  that  he  is  getting. 

Endorsements  on  the  standard  fire  policy  may  be  divided 
into  two  groups  (1)  forms,  which  are  descriptive  In  char- 
acter and  aim  to  supply  something  which  Is  missing  in  the  stan- 
dard policy  and  (2)  clauses,  which  are  permissive  or  re- 
strictive in  character  and  intended  to  alter  some  portion  of  the 
standard  policy.  We  will  discuss  the  groups  in  this  order. 
Forms  may  be  subdivided  Into  two  classes  (1)  those  which 
are  intended  to  describe  who  and  what  is  insured  and  where 
the  property  is  located  and  (2)  those  which  cover  some  lia- 
bility other  than  fire,  such  as  profit  insurance. 

Descriptive  forms: 

1.  Ownership. — The  standard  policy  provides  that  the 
person  insured  shall  be  the  sole  and  unconditional  owner  of 
the  property,  in  which  case  it  is  only  necessary  to  insert  his 
name.  In  the  case  of  a  firm  whose  partners  change,  or  of 
a  partnership  whioh  changes  to  a  corporation,  some  question 
may  arise  as  to  whether  the  policy  continues  to  cover  the  new 
arrangement.    Thus  the  words  "as  now  or  hereafter  consti- 
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tutcd''  arc  frequendy  added  to  partnership  policies.  But 
there  are  many  cases  where  the  interest  is  not  sole  or  uncon- 
ditional. It  is  doubtful,  for  example,  whether  the  buyer  on  an 
installment  plan  to  whom  the  title  does  not  pass  until  the  last 
payment  is  made  is  an  unconditional  owner.  The  insertion  of 
the  name  of  the  insured  therefore  takes  various  forms  and 
in  these  forms  the  interest  of  the  insured  should  be  very  ex- 
actly described.  To  illustrate,  the  policy  provision  is  violated 
if  the  property  is  owned  by  a  wife  and  insured  in  the  name 
of  her  husband,  or  if  the  property  is  owned  by  a  firm  and 
insured  in  the  name  of  an  individual.  Property  may  be  in- 
sured in  the  name  of  a  person^s  estate.  A  form  may  also  be 
added  to  the  policy  stating  that  it  is  understood  that  the  build- 
ing covered  by  the  policy  stands  on  leased  grounds,  the  form 
being  inserted  in  order  to  avoid  the  prohibition  in  the  policy 
of  such  a  condition.  The  policy  also  provides  that  a  chattel  • 
mortgage  shall  not  exist  without  the  knowledge  and  permis- 
sion of  the  company  and  this  fact  must  therefore  be  disclosed 
in  the  description  of  the  interest  of  the  insured.  Such  chattel 
mortgages  frequently  arise  from  the  purchase  of  machinery 
and  their  existence  must  be  recognized  in  the  policy;  a  form 
stating  that  the  existence  of  such  mortgages  will  not  invali- 
date the  policy  is  sufficient.  The  policy  provision  against  fore- 
closure is  sometimes  waived  and  permission  given  for  the 
execution  of  contracts  of  sale  which  are  stated  not  to  preju- 
dice the  insurance. 

It  is  frequently  necessary  for  a  person  to  insure  goods  be- 
longing to  others  and  the  so-called  "commission  form"  is  com- 
monly used  for  this  purpose.  A  description  may  be  inserted  cov-' 
ering  goods  "either  owned  or  held  by  them  in  trust,  or  on  com- 
mission, or  sold  but  not  delivered  or  removed,  or  for  which  the 
insured  may  be  liable,  and  the  property  of  others  in  storage 
or  for  repairs."  For  example,  a  commission  merchant  may 
sell  textiles  and  the  manufacturer  may  deliver  to  him  goods 
which  are  not  yet  sold.  The  commission  merchant  may  make 
advances  to  the  manufacturer  on  such  goods,  holding  the 
goods  as  collateral  for  the  loan.  They  are  held  by  him  in  trust 
or  on  commission.  Under  the  commission  clause,  in  the  event 
of  loss,  the  loss  is  payable  to  the  commission  merchant,  who 
then  returns  to  the  real  owner  the  amount  due  over  and  above 
his  interest  as  agent  or  trustee. 
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2.  Description  of  the  property} — It  is  essential  that  th« 
f onn  describing  the  property  shall  cover  all  that  it  is  intendcil 
to  include.  It  is  also  necessary  to  be  careful  that  the  descrip- 
tive form  does  not  modify  some  liability  which  is  expected  to 
be  assumed  entirely.  The  form  ordinarily  does  not  cover 
**building  and  contents"  because  of  the  different  premium  rates 
upon  these  two  classes  of  property.  In  jthe  policy  upon  the 
building  it  is  common  to  enumerate  a  number  of  permanent 
fixtures  such  as  heating  and  lighting  apparatus,  and  if  machin- 
ery is  insured  as  a  separate  item,  it  is  desirable  to  see  that 
the  machinery  covered  under  the  building  item  is  distinguished 
from  that  covered  under  the  machinery  policy.  This  may  be 
done  by  a  simple  statement  of  such  an  intention.  In  the  case  of 
policies  on  stock  the  property  may  be  described  as  "stock, 
samples,  materials,  boxes,  cases,  labels  and  supplies  (manu- 
factured, unmanufactured,  and  in  process  of  manufacture  if 
the  risk  is  a  manufacturing  risk)."  In  all  these  cases  it  is  ad- 
visable to  avoid  indefinite  expressions.  "Fixed  machinery," 
"machinery  pertaining  to  the  business,"  "such  goods  as  are 
usually  carried  for  sale,"  "contents,"  etc.,  are  expressions 
which  are  very  general  in  character  and  their  meaning  is  diffi- 
cult to  define   accurately. 

3.  Location  of  the  property. — It  is  also  necessary  to  state 
clearly  the  location  of  the  property  inasmuch  as  the  policy 
covers  only  while  the  property  is  in  the  location  described.  A 
common  description  is  property  "contained  in  and  on  buildings, 
additions,  and  extensions  situated  at  a  given  location."  This 
expression  is  sometimes  extended  to  read  also,  "about  the 
buildings,  additions  and  extensions,"  which  greatly  extends  the 
scope  of  the  coverage.  Policies  covering  household  furni- 
ture frequently  include  the  property  of  guests  while  in  the 
house.  If  the  property  is  of  considerable  value  it  may  happen 
that  the  insurance  taken  will  not  reach  the  required  percentage 
of  the  value,  in  which  case  the  owner  of  the  furniture  becomes 
subject  to  the  provisions  of  the  coinsurance  clause  referred  to 
later.  In  describing  the  location,  there  is  the  same  objection 
to  the  use  of  loose  and  inaccurate  expressions  such  as  "prcm- 
fses,"  "adjoining,"  "communicating,"  the  meaning  of  which 
may  be  called  in  question  after  the  loss  occurs. 

4.  Forms  covering  more  than  one  location. — Some  kinds 
of  property  are,  by  their  very  nature,  designed  to  move  about 

^For  a  household  form  see  Appendix  XXXV. 
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and  it  19  therefore  necessary  to  have  forms  which  will  cover 
them  wherever  they  may  be.  Such  forms  make  a  policy  a 
"floating"  policy.  One  form  is  that  designed  to  cover  the 
dothing  and  personal  property  of  travellers  and  is  therefore 
known  as  a  "tourist"  form.  This  protects  the  property  of 
the  insured  and  of  the  members  of  his  family  wherever  they 
may  go  in  the  United  States,  Mexico,  or  Canada,  or  while 
being  transported.  If  the  property  separates  and  is  in  more 
than  one  location  at  the  same  time,  the  policy  will  cover  it  pro- 
portionately in  the  several  locations.  The  fire  form  affords 
protection  against  fire  only  but  a  marine  form  usually  pro- 
tects against  perils  of  navigation  and  theft,  but  not  pilferage. 
A  form  of  this  type  does  not  cover  the  property  at  any  place 
where  the  insured  has  a  specific  policy  on  the  same  property. 
Upon  payment  of  a  loss  the  insurance  company  is  subrogated 
to  the  insured's  rights  against  the  transportation  company, 
if  any.  This  type  of  insurance  is  sometimes  written  on  spe- 
cific articles  of  personal  property  which  are  carried  about  by 
artists,  actors,  musicians,  etc. 

Other  forms  of  this  character  are  necessary  to  protect  com- 
mon carriers  on  property  in  their  hands  for  transportation, 
and  to  protect  owners  against  loss  of  their  own  property  while 
in  transportation.  These  insure  the  carrier  against  the  loss 
which  would  result  from  his  legal  liability  for  the  safety  of 
the  goods,  or  the  owner  against  any  loss  which  would  result 
when  the  carrier  was  not  legally  liable.  The  insurance  com- 
pany's liability  in  these  cases  obviously  depends  upon  whether 
the  carrier  or  owner  is  legally  liable  for  the  loss  resulting 
from  fire. 

Another  form  of  "floater"  is  the  "excess  floater."*  The 
object  of  this  form  is  to  indemnify  the  insured  to  the  extent 
that  any  specific  insurance  covering  the  property  at  a  definite 
location  is  insufficient.  The  excess  insurance  may  cover  at  one 
location  but  frequently  floats  over  and  protects  property  in 
several  locations.  In  the  case  of  excess  insurance  the  com- 
pany is  not  liable  for  any  loss  until  that  loss  exceeds  the  amount 
of  specific  insurance  on  the  property.  Suppose  that  an  owner 
has  goods  in  three  locations;  $10,000  at  "A,"  $4,000  at 
"B"  and  $2,000  at  "C."  He  obtains  specific  policies  cover- 
ing the  full  value  of  the  property  at  each  of  the  locations 
named.     This  property,  however,  is  of  such  a  nature  that  it 

'See  Appendix  XXXIV. 
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moves  about  from  place  to  place  or  the  respective  values  at 
the  different  locations  are  constantly  changing. 

Let  us  presume  that  the  property  at  "A"  declines  to  $5,000,  -* 
and  that  the  property  at  "B"  and  "C"  is  increased  to  $7,000 — 
and  $4,000  respectively  and  that  a  fire  at  "B"  destroys  $5,000 
worth  of  property.  The  insured  under  these  circumstances 
has  only  $4,000  of  insurance  at  "B"  and  consequently  loses 
$1,000  by  the  fire,  although  his  endeavor  was  to  be  fully  pro- 
tected. Suppose  however,  with  the  facts  as  originally  stated, 
that  the  owner  takes  out  three  specific  policies  of  $5,000  each, 
covering  at  "A",  "B",  and  "C"  respectively,  and  in  addition 
takes  an  excess  floating  policy  of  $5,000.  If  then  the  change 
in  the  situation  which  we  have  described  above  takes  place  and 
the  assumed  loss  at  "B"  is  $6,000,  he  could  recover  the  full 
amount;  the  specific  insurance  amounting  to  $5,000  and  the 
floating  insurance  to  $5,000.  The  specific  insurance  would  con- 
tribute $5,000  of  the  loss  and  the  floating  policy  $1,000  of  the 
loss,  since  the  latter  is  liable  only  for  the  excess  over  and  above 
the  specific  policy.  Such  a  form,  however,  Is  usually  subject 
to  a  reduced  rate  average  clause  which  is  described  hereafter. 

Forms  covering  other  than  direct  loss. — ^The  standard  fire 
policy  provides  protection  against  all  direct  loss  or  damage  by 
fire,  but  in  many  cases  the  fire  inflicts  as  much  damage  on  the 
insured  by  reason  of  the  results  following  the  fire,  as  by  the 
actual  destruction  of  his  property.  Certain  forms  enable  the 
fire  insurance  company  to  give  the  insured  protection  against 
these  consequential,  as  distinguished  from  direct,  losses. 

1.  Use  and  occupancy  insurance?  This  term  is  applied  to 
different  varieties  of  insurance,  but  in  general  may  be  said  to  be  , 
insurance  which  is  designed  to  protect  against  (1)  loss  of 
profits  as  the  result  of  inability  to  operate  a  manufacturing  or 
sales  business  because  its  property  is  destroyed  by  fire  and  (2) 
certain  payments  which  must  be  made  even  though  the  busi- 
ness cannot  operate,  such  as  fixed  charges,  expenses,  and  wages. 
In  the  case  of  certain  non-profit  corporations  the  first  item  is 
absent  while  the  latter  is  present.  Where  the  word  "business" 
is  used  in  the  form  it  is  considered  to  mean  either  (a)  in  a 
manufacturing  property,  the  production  of  goods;  (b)  in  a 
mercantile  property,  the  sale  of  goods;  or  (c)  in  other  classes 
of  property,  the  business  operations  usual  to  that  class. 

*  See  Appendix  XL, 
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Insurance  applies  only  if  the  said  building,  machinery,  equip- 
ment or  stock  is  damaged  by  fire  so  as  to  cause  a  total  or  par- 
tial suspension  of  business.  Damage  to  property  other  than 
that  described,  even  though  it  may  result  in  loss  of  profits,  does 
not  entitle  the  insured  to  indemnity.  The  company  is  liable 
only  up  to  the  amount  of  the  actual  loss  sustained  for  a  duration 
of  time  not  exceeding  that  reasonably  required  to  rebuild,  re- 
pair, or  replace  the  property,  and  only  to  the  extent  of  such  fixed 
charges  and  expenses  as  must  necessarily  continue  during  the 
suspension.  The  latter  must  be  determined  from  the  circum- 
stances of  the  case;  one  business  may  be  able  to  let  all  of  its 
employees  go  without  injury,  while  another  must  retain  every 
employee. 

There  are  some  limitations  upon  the  above  coverage.  It  is 
usually  provided  that  "during  the  time  of  a  total  suspension  of 

business,  liability  under  this  policy  shall  not  exceed  $ for 

each  business  day  of  such  suspension."  The  usual  case  is  that 
the  amount  entered  here  is  less  than  the  amount  of  loss  which 
is  actually  suffered,  or  in  other  words,  full  protection  is  not 
taken.  During  a  partial  suspension  of  business,  i.e.,  when  pro- 
duction is  only  a  portion  of  what  can  be  produced  under  normal 
drcumstances,  the  liability  of  the  company  is  ascertained  by  the 
following  ratio: 

FuU  Production — Present  Production      Loss  per  day  or  Company's  Liability 
Full  Production  Daily  liability  for  total  suspension 

or 
Decrease  in  Production 


Per  diem  liability  for        .  . 

of  ,  .  "^         SS3  Loss  per  day 


Full  Production  *<>^*^  suspension 

In  the  above  equations  the  present  production  is  easily  as- 
certained, and  the  "full,"  or  "normal"  production  is  defined  as 
the  average  daily  production  (or  business)  of  all  plants  or 
properties  herein  described  for  the  ....  days  of  full  operation 
next  preceding  the  fire.  The  maximum  daily  liability  for  total 
suspension  is  named  in  the  policy  but  the  actual  daily  liability 
cannot  exceed  the  actual  daily  loss.  The  tendency  of  the  busi- 
ness, that  is,  the  increase  or  decrease  in  daily  production  may 
be  taken  into  account  in  ascertaining  the  loss,  so  that  a  declining 
business  cannot  recover  more  than  it  would  have  made  if  it  had 
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continued  in  operation.     These  adjustments  are  very  important 
in  seasonal  businesses  such  as  the  clothing  industry. 

2.  Rent  insurance, — This  may  be  defined  in  general  as  insur- 
ance designed  to  protect  a  landlord  against  the  loss  of  income 
that  would  result  from  a  fire.  The  company  agrees  that  if  the 
building  or  a  part  of  the  building  shall  become  untenantable  by 
reason  of  fire  the  owner  shall  be  entitled  to  indemnity  for  the 
actual  loss  of  rents  resulting,  but  not  exceeding  the  amount  in- 
sured. The  loss  is  to  be  computed  from  the  rentals  being  re- 
ceived at  the  time  of  the  fire.  The  company's  liability  contin- 
ues for  the  time  necessary  to  put  the  premises  in  a  ten- 
antable  condition.  The  insured  agrees  to  carry  insurance  equal 
to  100  per  cent  of  the  rents  or  to  have  his  indemnity  reduced 
proportionately  and  under  this  form  of  insurance  the  indemnity 
is  perfectly  definite.  A  form  covering  leasehold  interests  in- 
sures not  only  the  rent  which  the  lessee  or  middleman  pays 
to  the  owner  but  also  the  profit  which  such  middleman  or  les- 
see makes  by  subletting  the  premises.  Or  such  insurance  may 
cover  his  interest  in  a  building  which  he  erects  on  leased  ground. 
It  is  impossible  to  discuss  here  the  various  forms  which  may  be 
used  to  cover  possible  situations  created  by  the  terms  of  leases, 
such  different  situations  being  obviously  very  numerous. 

3.  Profit  insurance. — Fire  insurance  agrees  to  indemnify  the 
insured  for  the  loss  of  his  stock  and  profit  insurance  furnishes 
the  additional  protection  of  guaranteeing  him  his  profits  upon 
such  goods  as  are  destroyed.  This  is  obviously  a  dangerous 
form  of  insurance  because  of  the  moral  hazard  involved.  The 
insured,  after  a  fire,  can  collect  all  that  he  would  have  received 
if  the  goods  had  not  been  destroyed,  and  does  not  have  the 
trouble  of  waiting  for  the  profits  to  be  realized  or  run  the 
danger  of  losing  them. 

4.  Sprinkler  leakage  insurance. — ^The  installation  of  auto- 
matic sprinklers  reduces  the  danger  of  loss  by  fire.  Such  sprink- 
lers come  into  action  by  reason  of  an  increase  in  temperature, 
whether  caused  by  fire  or  otherwise,  and  sometimes  flood  the 
premises  with  water  when  there  is  no  fire.  Against  the  loss 
which  results  from  such  an  event  this  form  of  insurance  fur- 
nishes protection.* 

Clauses. — ^While  forms  were  designed  to  supplement  the 
standard  policy,  clauses  are  designed  to  modify  its  provisions. 
We  will  classify  the  clauses  according  to  the  purposes  which 

'  See  Appendix  XXXIX. 
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they  are  designed  to  serve.  It  would  take  an  entire  volume 
to  give  merely  the  wording  of  all  the  various  clauses  in  use  and 
we  have  here  noted  only  the  more  common. 

1.  Permits. — ^We  have  seen  that  the  standard  fire  policy 
contains  a  number  of  provisions  which  the  insurance  company 
may  be  quite  willing  to  waive  while  there  are  others  which  can- 
not be  changed.  Those  provisions  which  may  be  waived  give 
rise  to  various  clauses  designed  to  give  the  insured  permission 
to  do  something  which  the  policy  prohibits  without  the  consent 
of  the  Insurer.     Some  illustrations  of  this  type  are : 

a.  A  clause  permitting  the  insured  to  move  the  property 
from  the  location  described  without  voiding  the  policy. 

b.  A  clause  permitting  extensive  alterations  and  repairs 
to  be  carried  on. 

c.  A  clause  permitting  the  premises  to  remain  vacant  for  a 
period  exceeding  10  days,  or  similarly  to  remain  unoccupied. 

d.  A  clause  permitting  overtime  operations  or  night  work 
In  a  manufacturing  establishment. 

e.  A  clause  permitting  some  dangerous  article  to  be  stored 
on  the  premises.** 

2.  Decreasing  the  liability  or  hazard. — In  special  circum- 
stances there  are  some  risks  which  the  Insurer  does  not  desire 
to  assume,  and  there  are  others  which  he  Is  willing  to  assume 
only  under  stipulated  conditions.  Clauses  adapted  to  meet 
these  conditions  are  either  clauses  In  which  the  insurer  disclaims 
liability  or  clauses  In  which  he  disclaims  liability  unless  certain 
precautions  are  taken  by  the  insured.  The  following  are  illus- 
trations. 

a.  Spontaneous  Combustion  clause,  by  which  the  under- 
writer exempts  himself  from  liability  for  fires  resulting  from 
spontaneous  combustion  of  certain  articles. 

b.  Consequential  Damage  clause,  by  which  the  underwriter 
exempts  himself  from  liability  for  certain  kinds  of  consequential 
damage ;  for  example,  the  loss  which  would  result  from  a  change 
in  temperature  of  a  cold-storage  warehouse,  or  the  consequential 
damage  resulting  from  a  fall  in  temperature  In  a  green-house. 

c.  Dynamo  clause,  which  exempts  the  company  from  lia- 
bility for  damage  to  dynamos,  switches,  and  electrical  apparatus 
caused  by  electrical  current  unless  It  Is  the  result  of  an  outside 
fire. 

'  See  Appendix  XXXVIII. 
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d.  Acetylene  gas  permit  or  warrant,  which  permits  the  use 
of  acetylene  gas  provided  the  manufacturing  machine  is  con- 
tained in  a  separate  and  independent  building  constructed  ac- 
cording to  specifications. 

e.  Gasoline  permits,  of  a  character  similar  to  the  above.* 

f.  A  warranty  that  the  premises  will  be  occupied  only  by 
the  owner  and  his  family. 

g.  A  warranty  that  in  return  for  a  reduced  premium 
granted  because  of  an  automatic  sprinkler  system  the  insured 
will  maintain  said  sprinkler  in  good  condition  and  will  not  make 
alterations  in  the  water  supply  without  consent. 

h.  Permission  for  the  use  of  electricity  accompanied  by 
certain  warranties  as  to  the  nature  of  the  installation  and  its 
maintenance. 

3.  Clauses  respecting  title  and  interest. — These  are  clauses 
which  are  necessary  in  order  to  permit  the  insurance  of  an  in- 
terest other  th^n  sole  and  unconditional  ownership.  The  two 
following  are  most  important: 

a.  Mortgagee  clause,  which  gives  additional  security  to  a 
mortgagee  by  exempting  him  from  liability  for  the  acts  or 
omissions  of  the  mortgagor,  he  in  turn  promising  to  do  certain 
things  for  the  benefit  of  the  company.'  This  was  fully  dis- 
cussed in  tlfe  chapter  on  Insurable  Interest.  ^ 

b.  Loss  payable  clause,  which  states  that  the  loss,  if  any,  is 
payable  to  a  named  party  as  his  interest  may  appear.'  This  also 
was  referred  to  in  the  chapter  on  Insurable  Interest. 

4.  Emergency  Clauses. — ^These  are  not  in  common  use  in  the 
United  States,  with  the  exception  of  binders. 

a.  A  binder  in  a  sense  might  be  considered  a  clause  of  this 
character,  inasmuch  as  the  conditions  of  the  policy  are  made  part 
of  the  binder  and  the  binder  thus  becomes  an  attachment  of 
the  policy.  The  binder  is  used  to  give  immediate  protection 
until  the  policy  is  written.^ 

b.  A  clause  providing  that  the  insurance  shall  immediately 
cease  in  the  event  of  an  earthquake. 

c.  A  clause  providing  that  the  company  shall  not  be  liable 
for  loss  or  damage  occasioned  by  or  through  any  volcano,  eartli- 

*  See  Appendix  XXXVIII. 

*  See  Appendices  XXXII  and  XXXIII. 
"  See  Appendix  XXXVII. 

*See  Appendix  XLI. 
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quake,  hurricane  or  other  eruption,  convulsion,  or  disturbance  of 
nature. 

5.  Clauses  limiHng  the  amount  payable. — ^An  effective 
method  of  exerting  control  over  the  insured  is  to  insert  a  pro- 
vision which  will  make  the  amount  he  can  recover  depend  upon 
his  actions.  There  are  therefore  clauses  of  various  kinds  de- 
signed to  limit  the  amount  for  which  the  company  shall  be 
liable  under  specified  conditions. 

a.  Three-fourths  value  clause,  which  provides  that  in  the 
event  of  loss  the  company  shall  not  be  liable  for  more  than 
three-fourths  of  the  cash  value  of  the  property  at  the  time  of 
the  loss.  The  object  of  the  clause  Is  to  compel  the  insured  to 
carry  a  portion  of  the  risk  himself  and  thereby  induce  him  to 
exercise  cafe  so  as  to  reduce  the  risk.  The  endorsement  of  the 
clause  enables  the  risk  to  be  written  at  a  much  lower  premium 
than  would  otherwise  be  possible. 

b.  Three-fourths  loss  clause,  which  limits  the  liability  of  a 
company  to  three-fourths  of  the  total  loss  sustained.  The  ob- 
ject and  results  of  this  clause  are  similar  to  those  of  the  three- 
fourths  value  clause,  but  its  provisions  are  even  stricter  than 
the  provisions  of  the  three-fourths  value  clause. 

c.  Coinsurance  clause,  which  provides  that  the  company 
shall  be  liable  in  the  event  of  loss  only  in  the  proportion  that  the 
insurance  taken  bears  to  the  insurance  required  to  be  taken." 
Thus,  an  80  per  cent  coinsurance  clause  requires  that  insurance 
be  taken  to  the  extent  of  at  least  80  per  cent  of  the  value  of  the 
property  and  penalizes  the  insured  in  the  event  of  loss  unless 
this  is  done.  A  100  per  cent  coinsurance  clause  requires  that  the 
insurance  taken  shall  be  equal  to  100  per  cent  of  the  value  of  the 
property.  This  is  a  most  common  and  important  clause  in  fire 
insurance  and  an  illustration  of  its  operation  will  be  useful. 

Let  us  assume  that  a  building  is  valued  at  $40,000  and  is  in- 
sured for  $20,000  under  a  policy  containing  an  80  per  cent  co- 
insurance clause.  This  clause  requires  that  the  insured  shall 
take  insurance  to  the  extent  of  80  per  cent  of  the  value  of  the 
property  ($32,000),  but  he  has  taken  only  $20,000  insur- 
ance and  consequently,  in  the  event  of  a  $4,000  loss,  he  would 
be  paid  only  that  proportion  of  the  $4,000  loss  that  the  in- 
surance taken  ($20,000),  bears  to  the  insurance  required, 
($32,000),  or  five-eighths.     He  would  therefore  receive  five- 

*  See  Appendix  XXXI. 
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eighths  of  $4,000,  or  $2,500,  instead  of  the  full  indemnity, 
because  he  failed  to  carry  the  amount  of  insurance  required. 
Suppose  that  under  the  same  circumstances  the  loss  had  been 
total.  The  insured  could  recover  five-eighths  of  $40,000, 
or  $25,000,  if  he  had  that  much  insurance,  but  his  recovery 
is  limited  by  the  face  value  of  his  policy  to  $20,000. 

This  is  a  frequently  misunderstood  clause,  because  it  is  usually 
considered  as  applying  to  loss  payments,  whereas  it  is  equally 
logical  to  consider  it  as  a  part  of  the  rate-making  system.  The 
reason  for  its  existence  lies  in  the  fact  that  the  great  majority 
of  losses  are  partial.  Only  one  loss  out  of  twenty-five  is  a  total 
loss  in  cities  and  probably  at  least  70  per  cent  of  the  losses  are 
under  10  per  cent  of  the  value  of  the  property.  The  financial 
operations  of  the  company  are  based  upon  the  assumption  that 
it  takes  in  premiums  sufficient  to  cover  losses  and  in  fixing  the 
rate  of  premium,  whether  it  be  expressed  or  implied,  there  is 
considered  a  certain  percentage  of  insurance  to  value.  Know- 
ing that  few  losses  are  total,  a  lower  rate  could  be  quoted  to 
a  person  taking  100  per  cent  insurance  than  to  one  taking  10 
per  cent.  On  a  $10,000  building  a  loss  of  $1,000  would  be  a 
total  loss  to  the  company  in  the  latter  case  and  only  a  10  per 
cent  loss  in  the  former  case.  Now,  if  the  same  premium  is 
charged  these  two  property  owners  there  is  only  one  other  way 
of  protecting  the  insurance  company  and  maintaining  equity 
between  the  persons  insured,  which  is  to  limit  the  amount  which 
the  under-insured  person  can  collect  in  the  event  of  loss.  These 
two  methods  of  adjusting  the  rate  or  adjusting  the  amount  pay- 
able of  losses  can  be  made  mathematically  equivalent. 

Viewed  from  the  standpoint  of  the  insured  the  coinsurance 
clause  is  equally  necessary.  If  everyone  could  take  whatever- 
percentage  of  insurance  he  pleased  and  all  received  the  same 
rate,  the  statistics  cited  above  would  show,  on  a  moment's  con- 
sideration, the  financial  benefit,  in  most  cases,  of  taking  only  a 
small  amount  of  insurance.  The  person  taking  a  large  propor- 
tion of  insurance  to  value  however,  would  be  paying  part  of  the 
premiums  of  those  who  were  unwilling  to  take  sufficient  insur-^ 
ance.  If,  on  the  other  hand,  everyone  took  a  small  proportion 
of  insurance  to  value  all  rates  would  have  to  be  materially 
increased. 

d.  ^The  average  clause. — ^The  object  of  the  average  clause 
18  essentially  different  from  the  purposes  of  the  three  clauses 
just  discussed.     They  were  designed  to  provide  for  various 
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kinds  of  loss  adjustments  under  particular  circumstances,  while 
the  average  clause  provides  for  the  distribution  of  the  insurance 
in  force.  It  reads,  '*this  policy  to  attach  in  each  building  or 
locality  in  proportion  as  the  value  in  each  bears  to  that  in  all.'' 
It  is  true  that  this  clause  fixes  the  limit  to  which  any  policy  is 
liable  in  any  one  particular  place,  or  on  any  specified  property, 
but  if  insurance  is  carried  to  the  full  value  of  all  the  property, 
the  loss  payment  will  not  be  limited  by  this  clause.  On  the  other 
handy  if  the  property  is  under-insured,  then  under  this  clause  it 
is  equally  under-insured  in  every  location.  If  the  owner  takes 
50  per  cent  insurance  he  is  50  per  cent  under-insured  in  each  lo- 
cation which  the  policy  covers,  irrespective  of  how  the  total 
value  is  distributed  among  the  different  locations.^  .  .  .  -:  -  -  y 


Chapter  XVI 

FIRE  INSURANCE  RATES 

Divisions  of  the  subject. — ^The  most  general  interest  Is  natur- 
ally manifested  in  fire  insurance  rates  because  of  the  close  con- 
nection between  this  subject  and  all  other  phases  of  the  business. 
Premiums,  reserves,  state  regulation,  profits  and  commissions 
are  all  involved  in  the  rate  question.  Fire  insurance  rating  may 
be  considered  under  two  heads,  (1)  the  medium  or  agency 
through  which  rates  are  promulgated  and  ( 2 )  the  method  or 
system  by  which  rates  are  calculated.  The  medium  or  agency, 
as  we  have  seen,  is  usually  the  underwriters'  association,  and 
we  shall  have  to  return  to  this  subject  in  considering  the  regu- 
lation of  rates  by  the  several  States.  The  system  or  method 
employed  is  little  understood  by  the  average  person  and  this 
we  will  now  examine. 

The  factors  involved. — In  order  to  fix  equitable  rates  it  is 
necessary  to  take  into  consideration  at  least  three  factors.  In 
the  first  place  time  must  be  considered,  inasmuch  as  the  amount 
of  fire  loss  does  not  remain  uniform,  some  years  being  excep- 
tionally unfortunate  and  others  showing  very  light  losses.  Sec- 
ondly, we  shall  have  to  consider  the  location,  for  losses  in 
Pennsylvania  are  not  necessarily  the  same  as  in  New  York. 
Some  States,  in  fact,  for  unknown  reasons,  almost  constantly 
show  a  bad  experience.  Thirdly,  we  must  take  into  account 
the  difference  in  hazard  between  classes  of  risks  and  individual 
risks.  Naturally  we  will  find  churches  better  risks  than  cot- 
ton mills  and  it  is  equally  certain  that  some  cotton  mills  are 
much  less  hazardous  than  others. 

Classification. — Under  the  earliest  system  in  fire  insurance 
all  risks  were  charged  equal  rates,  a  method  which  ignores 
the  elements  we  have  referred  to  above  and  consequently  is 
possible  only  in  the  primitive  stages  of  the  business.  It  was 
inevitable  that  as  insurance  really  became  a  business  under- 
writers should  begin  to  classify  risks  into  groups,  some  being 
charged  higher  rates  than  others.  At  one  time  only  three 
classes  were  distinguished  but  later  classifications  multiplied 
exceedingly.     When  modern  conditions  were  introduced  into 
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industry  the  classification  had  to  be  extended  to  an  extreme 
degree  or  some  new  method  had  to  be  introduced. 

Judgment  rating. — ^The  net  result  was  that  rates  began  to  be 
made  largely  on  the  basis  of  individual  judgment.  The  inspec- 
tor simply  estimated  from  his  experience  the  probable  hazard  of 
a  risk  and  fixed  a  rate.  The  great  disadvantage  of  this  sys- 
tem, which  endured  for  many  years,  was  that  not  only  did  the 
judgment  of  different  individuals  vary  but  that  at  different 
times  even  the  same  inspector  did  not  arrive  at  identical  rates 
on  the  same  risk. 

Schedule  rating. — In  order  to  obtain  consistency  and  equity 
it  was  necessary  to  substitute  combined  judgment  for  individual 
judgment,  a  result  which  was  largely  brought  about  by  under- 
writers' associations  and  the  development  of  schedules.  This 
system  involves  the  analysis  of  the  elements  of  hazard  and  the 
assignment  of  a  value  to  each  element.  Values  were  assigned 
to  the  different  elements  of  hazard  on  the  basis  of  the  com- 
bined experience  and  judgment  of  many  able  underwriters.  We 
will  discuss  later  in  this  chapter  some  of  the  prominent  schedules 
which  resulted.  It  is  sufficient  now  to  know  that  the  advantages 
of  diis  method  are :  ( 1 )  that  each  feature  of  the  risk  is  con- 
sidered; (2)  results  are  constant  and,  therefore,  equitable  in 
this  respect;  (3)  eliminates  many  of  the  criticisms  of  the  in- 
sured and  of  the  legislator;  (4)  it  encourages  proper  construc- 
tion by  penalizing  defects ;  ( 5 )  it  discourages  discrimination  in 
payments  to  brokers  and  agents  for  obtaining  preferred  risks, 
since  all  risks  tend  to  be  equitably  rated  and  equally  profitable ; 
and  (6)  it  results  In  more  careful  inspection  and  rating. 

Experience  rating. — ^The  greatest  defect  of  the  schedule  rat- 
ing system  as  at  present  administered  Is  claimed  to  be  the  lack 
of  statistical  evidence  of  the  correctness  of  rates.  Charges  and 
credits  are  based  upon  opinion  rather  than  upon  figures.  Re- 
cently, however,  at  least  one  underwriter  has  turned  his  atten- 
tion to  the  development  of  a  system  designed  to  rest  upon  tabu- 
lated experience.     This  method  will  later  be  briefly  described. 

Classification  of  rates. — ^We  must  In  the  first  place  distin- 
guish between  rates  upon  buildings  and  upon  their  contents. 
The  former  are  referred  to  as  "building"  rates  and  the  latter 
as  "contents"  rates.  In  regard  to  fundamental  principles,  how- 
ever, there  Is  little  dlflference  between  the  two,  although  a  sat- 
isfactory system  must  meet  the  requirements  of  both.  Secondly, 
we  find  that  rates  naturally  fall  into  three  groups,  depending 
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upon  the  term  of  the  contract.  An  annual  rate  is  the  rate  for  in- 
surance taken  for  a  term  of  one  year.  A  term  rate  is  a  rate  for 
insurance  for  a  term  of  more  than  one  year.  If  an  insured  takes 
a  five-year  policy,  for  example,  it  may  cost  him  only  three  times 
the  annual  premium.  The  reduction  is  due  to  the  expense  saved 
by  the  company,  the  extra  interest  .earned  upon  the  premium  for 
the  longer  period  it  is  held  and  the  additional  reserve  which 
will  be  on  hand  in  case  of  loss.  A  shcTrt  rate  is  the  rate  paid  by 
the  insured  who  either  takes  insurance  for  a  term  of  less  than 
one  year  or  who  cancels  his  policy  before  the  stipulated  time 
has  elapsed.*  We  also  notice  several  classifications  of  rates  de- 
pending upon  the  type  of  risk  involved.  A  specific  rate  is  a  rate 
for  an  individual  risk  arrived  at  by  the  application  of  a  schedule. 
Specific  rates  are  almost  sure  to  differ  from  each  other,  due  to 
the  different  elements  of  hazard  considered.  On  the  other 
hand,  a  minimum  rate  is  a  rate  designed  to  cover  a  grade  of 
risks  of  substantially  similar  character,  such  as  frame  dwellings. 
All  risks  within  the  group  receive  the  same  rate.  A  blanket 
rate  is  a  rate  for  insurance  on  risks  in  different  locations,  as 
wh^re  several  different  lumber  yards  are  covered  by  the  same 
policy.  An  average  rate  is  a  rate  covering  several  risks  of  dif- 
ferent character  in  the  same  location,  as  for  instance,  a  rate 
named  upon  the  contents  of  a  department  store.  Minimum 
rates  and  schedule  rates  require  further  discussion. 

Minimum  rates.— The  great  importance  of  minimum  rates 
is  derived  from  the  large  numbenof  risks  subject  to  such  rates. 
Minimum  rates  ordinarily  apply  to  dwellings,  churches  and 
other  classes  of  risks  which  do  not  differ  sufficiently  in  char- 
acter of  construction  to  warrant  the  expense  of  applying  a  sched- 
ule. Referring  to  our  historical  development  of  rates  these 
may  be  termed  judgment  rates.  In  a  large  city  practically  one- 
half  of  the  number  of  buildings  consists  of  dwellings,  churches, 
etc.,  as  contrasted  with  buildings  employed  exclusively  for  manu- 
facturing and  mercantile  purposes.  Their  value  and  the  amount 
of  insurance  written  on  them  may,  of  course,  be  much  below  the 
insurance  and  value  of  business  buildings.  Measured  in  terms 
of  dollars  of  premium  the  minimum  rates  class  is  inferior,  but 
measured  in  terms  of  the  number  of  persons  interested  this 
class  is  exceedingly  important.  The  minimum  rates  are  usually 
fixed  by  a  committee  of  the  local  board  of  fire  underwriters  and, 
while  many  elements  of  hazard  may  be  considered,  the  rates  arc 

'  See  Appendix  XLIV^ 
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recorded  and  published  without  reference  to  these  elements. 
The  following  is  an  example  of  the  results  which  may  be  arrived 
at: — 

TABLE   OF  MINIMUM  RATES  FOR  PRIVATE  DWELUNGS 

Per  $10.0  insurance 
One  Year  Five  Years 

Brick  or  stone  dwellings ^ $.10  $.40 

Household  furniture  in  same 20  .80 

Small  stores  and  dwellings — brick  or  stone.     .125  .50 

Stocks  of  merchandise  in  same 50 


... 


The  rates  upon  risks  of  this  character  have  been  peculiarly 
subject  to  criticism.  According  to  the  testimony  of  rate  ex- 
perts rates  upon  such  risks,  which  are  based  upon  the  aggre- 
gate loss  theory,  do  not  segregate,  for  example,  the  profits  and 
losses  of  companies  upon  dwellings.  It  is  possible  under  this 
theory  for  the  rates  on  some  classifications  to  be  too  low  and  for 
others  to  be  too  high.  Inasmuch  as  ( 1 )  such  policies  are  taken 
out  by  persons  of  moderate  means ;  ( 2 )  it  is  easier  to  add  to  a 
small  rate  than  to  a  large  one;  (3)  high  commissions  are  likely 
to  be  paid  for  this  class  of  business  and  (4)  it  is  a  private 
rather  than  a  business  matter,  discrimination  between  dwellings 
and  other  classes  of  risks  is  rendered  probable  and  easy.  On 
the  other  hand  this  business  is  harder  to  obtain  and  frequently 
lapses. 

Schedule  rates. — Manufacturing  and  mercantile  properties 
are  ordinarily  rated  by  schedules.  A  common  practice  is  to  de- 
velop a  mercantile  schedule  applicable  in  general  to  mercantile 
risks  and  a  series  of  other  schedules  adapted  to  other  groups. 
Such  schedules  analyze  the  various  elements  of  construction, 
occupancy  and  exposure  and  build  up  a  rate  on  the  basis  of  the 
conditions  found.  The  Universal  Mercantile  Schedule  and  the 
Analytic  Schedule,  which  are  in  general  use,  vary  from  each 
other  and  both  are  different  from  the  Experience  Grading  and 
Rating  Schedule. 

Universal  Mercantile  Schedule.* — ^We  will  first  examine  the 
principles  upon  which  the  Universal  Mercantile  Schedule  is 
constructed,  since  this  schedule  was  first  in  point  of  develop- 
ment and  is  used  with  slight  variations  in  several  of  the  large 
eastern  cities.  It  is  divided  into  two  principal  parts,  the  first 
dealing  witB  conditions  in  the  city  where  the  risk  is  located,  and 
the  second  with  the  conditions  of  the  risk  itself. 

'  For  sample  of  a  schedule  see  Appendix  LI. 
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1.  The  schedule  first  defines  a  standard  city  and  fixes  a  rate 
for  a  standard  building  in  a  standard  city  at  25  cents  per  $100 
of  insurance.  In  order  to  be  considered  as  standard  the  city 
must  possess  a  number  of  qualifications  in  respect  to  fire  pre- 
vention and  protection  which  need  not  be  enumerated  at  length 
here.  Some  cities  are  superior  to  the  standard  city  and  conse- 
quently obtain  a  basis  rate  lower  than  that  named,  while  others 
are  charged  for  various  defects  so  that  their  basis  rates  are 
higher  than  the  figure  given. 

2.  The  rates  referred  to  above  are  for  a  standard  building  in 
a  standard  city.  A  given  building  may  or  may  not  meet  the 
standards  required  and  accordingly  the  basis  rate  for  a  standard 
building  in  a  given  city  will  be  raised  or  lowered  by  the  good 
features  or  deficiencies  of  th^  building  in  question.  Thus,  to  the 
basis  rate  for  the  building,' 15  cents  may  be  -added  for  walls  of 
insufficient  thickness  and  1  cent  for  a  composition  or  gravel 
roof;  5  cents  for  thin  flooring;  5  cents  for  extra  height;  IS 
cents  for  open  stairways,  etc.  A  series  of  deductions  from  the 
rate  in  percentages  for  exceptionally  good  features  are  likewise  " 
differed.  Thus,  5  per  cent  is  allowed  for  tin  or  sheet  iron  be- 
tween the  floors ;  1  per  cent  for  parapet  walls  extending  above 
the  roof,  etc. 

These,  it  will  be  noticed,  are  all  features  of  construction. 
The  schedule  also  takes  into  account  the  nature  of  the  occu- 
pancy.  An  occupancy  table  is  drawn  up  and  charges  assigned 
to  be  added  to  the  building  rate  for  the  various  occupancies. 
For  example,  for  advertising  novelties  10  per  cent  is  added  to 
the  rate,  while  for  aluminum  goods  the  addition  is  3  per  cent. 

There  are  certain  deductions  for  devices  designed  to  prevent 
fire  as,  for  instance,  5  per  cent  credit  for  an  automatic  fire 
alarm,  10  per  cent  for  two  or  more  hydrants,  and  5  per  cent 
for  pails  filled  with  water. 

To  the  rate  as  ascertained  up  to  this  point,  additions  are  made 
for  coinsurance,  adverse  legislation  and  generally  poor  condi- 
tions. Thus,  the  rate  up  to  this  point  is  based  upon  the  assump- 
tion that  the  insured  takes  out  insurance  to  the  extent  of  50 
per  cent  of  the  value  of  the  property.  If  he  is  willing  to  in- 
sure only  20  per  cent  of  the  value  his  rate  is  increased  by  30 
per  cent.  If  he  is  willing  to  insure  80  per  cent  of  the  value  of 
the  property  his  rate  is  reduced  by  15  per  cent.  The 
reasons  for  such  charges  and  credits  are  explained  in  Chap- 
ter XV.    The  schedule  also  provides  for  an  incretse  of  rates 
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where  state  laws  are  passed  detrimental  to  the  interests  of  in- 
surance companies,  such  as  valued  policy  laws,  and  for  charges 
to  be  made  where  the  premises  are  disorderly  and  unclean.  The 
result  then  reached  is  the  rate  on  the  building. 

In  order  to  arrive  at  a  rate  upon  the  contents  of  the  build- 
ing,  the  same  procedure  is  followed  up  to  and  including  the 
point  where  an  addition  is  made  for  occupancy.  At  this  point 
there  is  deducted  a  sum  equal  to  one-fourth  of  the  deficiencies 
of  the  building  and  this  is  considered  the  basis  rate  for  the 
stock.  To  this  is  added  a  figure  from  the  second  column  of  the 
occupancy  table,  previously  referred  to.  Thereafter  the  rat- 
ing process  is  very  similar  to  that  described  for  the  building. 

Where  necessary,  there  is  also  taken  into  account  the  expo- 
sure of  the  risk,  that  is  to  say,  the  character  of  the  surrounding 
buildings.  The  danger  from  fire  consists  not  only  of  the  possi- 
bility of  a  fire  starting  on  the  premises  but  also  of  fire  being 
communicated  from  adjacent  buildings.  Space  does  not  permit 
of  a  description  of  the  methods  followed  for  measuring  ex- 
posure hazard,  but  the  preceding  remarks  will  convey  the  idea 
that  it  is  not  a  haphazard  process. 

The  analytic  system. — It  will  be  remembered  that  the 
charges  in  the  Universal  Mercantile  Schedule  were  in  flat 
amounts  and  the  credits  in  percentages  of  the  basis  rate.  The 
diarges  are  the  same  for  all  kinds  of  buildings  and  for  differ- 
ent periods  of  time,  while  the  credits  will,  of  course,  vary  with 
the  basis  rate.  Mr.  A.  F.  Dean  developed  the  theory  that 
while  the  elements  of  hazard  undoubtedly  bear  some  relation  to 
one  another,  it  was  incorrect  to  attempt  to  fix  a  definite  amount 
as  the  measure  of  an  element  of  hazard.  The  result  was  the 
Analytic  Schedule,  which  is  considerably  used  in  the  Middle 
West.  No  measurements  were  to  be  in  flat  amounts ;  all  were 
to  be  percentages  of  the  basis  rate  and  all  were  to  be  in  the  form 
of  ratios.  In  this  way  it  would  be  possible  to  construct  a  sched- 
ule, all  Items  of  which  would  depend  on  the  basis  rate,  and 
underwriting  judgment  would  be  concentrated  upon  this  one 
feature.  Any  variation  in  the  basis  rate  would  affect  every  item 
of  the  schedule. 

We  find  that  instead  of  a  single  basis  rate,  the  schedule 
furnishes  a  series,  ranging  from  60  cents  up  to  $1.20,  the  un- 
derwriter being  free  to  select  the  basis  rate  which  meets  the 
needs  of  the  locality  and  the  time.^     Thus,  two  factors  arc 

'An  exmmple  is  given  in  Appendix  LII. 
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taken  into  consideration  which  were  not  of  any  importance  in 
the  Universal  Mercantile  system.  Cities  are  divided  into  seven 
classes,  depending  upon  the  degree  of  fire  protection  and  upon 
the  fire-fighting  facilities.  The  basis  rates  named  appear  to  be 
high,  but  this  is  merely  because  they  are  for  a  standard  build- 
ing much  inferior  to  the  standard  prescribed  in  the  Universal 
Mercantile  Schedule.  Most  of  the  subsequent  items  are  there- 
fore charges,  few  credits  being  present.  The  charges  and  cred- 
its which  are  now  made  respectively  for  the  deficiencies  and  good 
features  of  the  building  are  all  in  percentages  as  before  stated, 
and  the  extent  of  these  is  therefore  dependent  upon  the  basis 
rate  selected.* 

An  addition  is  made  to  the  rate  for  occupancies,  the  system 
in  this  respect  also  being  a  considerable  improvement  over  the 
Universal  Mercantile  Schedule.  The  hazards  of  occupancy 
are  very  carefully  measured,  and  the  charges  depend  upon  the 
tendency  of  an  occupancy  to  cause  fires,  and  on  the  combusti- 
bility or  burning  tendency  of  goods  involved  in  certain  occu- 
pancies; the  third  column,  used  for  rating  contents,  considers 
the  damageability  of  certain  kinds  of  contents  or  the  extent  to 
which  they  may  be  injured  by  fire.  In  order  to  obtain  a  rate 
upon  contents  this  latter  column  of  the  occupancy  table*^  must 
be  used,  and  the  table  is  so  arranged  that  in  finding  the  proper 
figure  to  use  for  a  rate  upon  contents,  the  basis  rate  of  the  build- 
ing, the  class  of  city,  the  location  of  the  contents,  and  the  char- 
acter of  the  contents  are  all  taken  into  consideration.  The 
schedule  also  improves  the  analysis  of  exposure  hazard,  but  this 
we  will  not  attempt  to  describe  here. 

The  experience  grading  and  rating  schedule. — Both  of  the 
schedules  above  described  have  the  same  essential  defect  from 
the  standpoint  of  the  insured  and  the  legislator,  in  that  they  are 
not  based  upon  statistics  but  upon  underwriting  judgment. 
This  has  been  the  crux  of  the  whole  controversy  over  the  rate 
question.  Later  we  will  refer  inore  in  detail  to  some  of  the 
criticisms  which  have  been  urged  against  the  fire  insurance  rat- 
ing system.  Mr.  E.  G.  Richards  has  attempted  to  devise  a 
system  which  depends  upon  the  tabulation  of  actual  experience. 
The  proposition  is  to  have  for  every  risk  written  a  card  descrip- 
tive of  its  character  and  for  every  loss  a  card  indicating  the  same 
facts.    The  card  for  the  risks  written  would  show  the  grade  of 

*  See  sample  calculation  in  Appendix  LV  and  LVI. 

•  See  Appendix  LIV. 
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town,  whether  the  risk  was  a  building  or  contents  risk,  whether 
a  fireproof,  brick  or  frame  property,  the  grade  of  building,  and 
the  grade  of  contents.  The  loss  caH  would  show  similar  data 
for  all  risks  on  which  losses  had  been  incurred.  It  would  then 
be  possible  by  use  of  a  mechanical  tabulating  machine  to  sort 
out  any  combination  of  cards  desired  and  to  find  what  the  ratio 
of  loss  to  insurance  written  had  been  for  any  combination  of  cir- 
cumstances. Taking  a  concrete  example,  we  might  find  that  for 
a  grade  5  wholesale  grocery  located  in  a  brick  building  of  the 
first  class,  with  a  grade  4  external  exposure  and  a  grade  2  inter- 
nal exposure  in  a  city  of  the  first  class,  the  ratio  of  loss  to  in- 
surance written  was  $1.4^  per  $100.  Adding  to  this  an  allow- 
ance for  expenses  and  profit,  the  rate  on  a  building  of  this  type 
would  then  be,  say,  $2.59. 

This  is  the  average  rate  for  risks  of  this  kind  over  the  en- 
tire United  States.  But  the  losses  vary  between  States  and  an 
allowance  must  be  made  for  this  fact.  Suppose  that  past  ex- 
perience shows  the  losses  in  the  State  of  Pennsylvania  to  have 
been  $1.01  per  $100  of  fnsurance  on  all  types  of  risks,  and  a 
similar  figure  for  the  United  States  on  all  types  of  risks  to  have 
been  $1,125.  Then  losses  in  Pennsylvania  bear  the  relation 
to  losses  in  the  United  States  of  1.01  to  1.125.  If  the  rate  on 
the  particular  building  referred  to  above  is  $2.59  for  the  United 
States  as  a  whole,  the  rate  on  this  same  building  for  the  State 
of  Pennsylvania  will  bei£i2of  $2.59,  or  $2.33. 

'     ^  1I2S 

In  reaching  the  result  many  problems  of  classification  have  to 
be  dealt  with  and  many  troublesome  details  in  the  calculation  al- 
lowed for,  so  that  the  brief  summary  given  above  is  hardly  a 
fair  representation  of  the  method  involved.  For  example,  a 
schedule  based  upon  a  point  system  of  charges  and  credits  must 
be  developed  for  the  purpose  of  measuring  the  grade  of  build- 
ing and  the  internal  and  external  exposure,  a  schedule  very  sim- 
ilar in  character  to  the  Universal  and  Analytic  Schedules  pre- 
viously described.  But  the  details  have  been  worked  out  by  the 
author  of  the  system  with  sufficient  fulness  to  demonstrate  that 
the  plan  is  feasible,  and  aside  from  the  novel  statistical  devices 
employed  to  attain  the  result,  the  outstanding  feature  is  the 
principle  of  applying  tabulated  experience  to  the  problem  of  cal- 
culating a  fire  insurance  rate.  This  method,  if  put  into  prac- 
tice, would  probably  require  a  great  amount  of  statistical  work 
but  would  conclusively  answer  nearly  all  of  the  criticisms  which 
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have  been  directed  against  fire  insurance  rating  systems  of  the 
past.  In  other  words,  there  has  been  a  widespread  demand 
for  a  statistical  justification  of  fire  insurance  rates  and  no  other 
method  proposed  gives  any  promise  of  meeting  this  demand  or 
of  convincing  the  public  that  it  is  unnecessary  and  unjustifiable. 

State  regulation  of  rates. — State  regulation  of  rates  has  nat- 
urally had  their  reduction  mainly  in  view,  an  object  which  the 
legislators  have  sought  to  accomplish  in  two  ways<  (1)  By 
laws  primarily  aimed  at  the  bodies  which  make  rates  and  (2) 
by  statutes  aimed  at  the  rates  themselves.  The  most  satis- 
factory method  of  obtaining  a  picture  of  legislative  tendencies 
is  a  brief  review  of  the  history  of  regulation. 

Various  complaints  have  been  made  of  the  operations  of 
underwriters'  associations.  The  fundamental  objection  was 
one  to  which  we  have  already  briefly  referred,  that  under- 
writers failed  to  exhibit  sufficient  justification  for  rates  pro- 
mulgated. It  was  desired  that  the  companies  produce  figures 
showing  the  experience  upon  various  classes  of  risks  and  it 
has  always  been  impossible  to  convince  the  public  that  a  sta- 
tistical justification  of  rates  was  an  impossible  and  unprofit- 
able task.  The  only  attempts  to  meet  this  criticism  have  been 
(1)  the  theory  advanced  by  Mr.  Dean,  that  if  exorbitant 
profits  are  not  earned  as  a  whole  and  if  proper  relations  are 
maintained  between  risks,  equity  must  result,  and  (2)  the 
E.G.R.  Schedule,  which  has  never  been  put  to  practical  use. 
While  this  objection  was  fundamental,  the  problem  of  dis- 
crimination was  more  easily  comprehended  by  the  average  in- 
dividual and  obtained  first  consideration.  There  was  a  gen- 
eral conception  that  some  classes  of  risks  were  receiving  un- 
justly low  rates,  while  other  classes  were  overcharged  to  make 
up  for  the  deficiency  in  premiums  so  created.  It  was  per- 
fectly apparent  also  that  there  was  discrimination  between 
localities.  How  could  it  be  otherwise  when  different  schedules 
and  different  rules  for  rating  risks  were  in  use  in  different  parts 
of  the  country?  The  subject  for  discussion  was,  therefore, 
not  only  whether  dwellings  or  business  properties  were  over- 
charged, but  whether  city  property  was  overcharged  for  the 
benefit  of  rural  risks  and  whether  St.  Louis  rates  were  equit- 
able as  compared  with  New  York  rates.  Discrimination  was 
also  found  between  different  kinds  of  policies,  term  rates  be- 
ing granted  on  some  risks  and  withheld  on  others.  The  worst 
form  of  discrimination  alleged  and  the  one  of  which  the  least 
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proof  was  presented  was  that  between  individuals.  Large 
corporations  were  said  to  have  privileges  and  rights  which 
were  inaccessible  to  the  small  property  owner.  A  third  evil 
complained  of  was  the  arbitrary  regulation  of  agents  and 
brokers,  who  were  strictly  supervised  by  underwriters*  associa- 
tions and  not  always  in  an  impartial  manner.*  The  complaints 
briefly  classified  were  (1)  lack  of  statistical  justification  for 
rates,  (2)  discrimination,  and  (3)  arbitrary  regulation  of 
brokers  and  agents. 

As  a  result  of  these  conditions  fire  underwriters*  associa- 
tions came  to  be  generally  considered  as  evil  combinations  or 
pools  detrimental  to  public  Interests,  although  they  performed 
many  legitimate  economic  functions.  The  earliest  actions 
against  them  were  at  common  law  on  the  ground  that  they  were 
against  public  welfare.  Since  the  common  law  doctrine  is  that 
contracts  in  unreasonable  restraint  of  trade  are  simply  void,  and 
unenforceable,  no  adequate  redress  could  be  obtained.  Further- 
more, it  was  required  to  show  that  the  restraint  experienced 
was  unreasonable  and  affected  an  article  of  necessity.  Insur- 
ance, however,  was  generally  held  to  be  not  a  necessity  of 
life,  although  we  have  seen  that,  under  modern  economic  con- 
ditions. It  most  assuredly  is. 

Later,  a  general  antipathy  to  trusts  arose,  followed  by  the 
passage  of  a  number  of  State  anti-trust  laws.  These  laws 
prohibited  contracts  and  agreements  in  restraint  of  "trade,** 
"commerce,**  "business,**  "dealings  in  commodities,**  "prod- 
ucts,"  etc.,  and  the  question  had  to  be  decided  as  to  whether 
such  expressions  could  be  considered  as  including  Insurance. 
The  natural  result  of  this  inquiry  was  the  decision,  in  many 
cases,  that  the  wording  of  the  acts  was  too  general  to  reach 
the  business  of  insurance. 

The  anti-trust  laws  in  some  cases  were  then  made  more 
specific,  and  amended  so  as  to  include  "mechanisms,**  "con- 
veniences,** and  also  the  "price  or  premium  to  be  paid  for 
insuring  property  against  loss  or  damage  by  fire.**  These 
may  be  termed  anti-compact  laws,  to  distinguish  them  from  the 
preceding  class  of  statutes.  The  only  defense  against  such 
laws  was  to  claim  that  they  violated  State  and  Federal  con- 
stitutional guarantees  of  the  right  of  contract,  equal  protec- 

*For  a  discussion  of  the  complaints  against  fire  insurance  rating  and  under- 
writers' associations,  see  Robert  Riegel,  "Fire  Underwriters'  Associations  in  the 
United  States,"  Chronicle  Company,  Ltd.,  New  York,  1916,  and  Robert  Riegel, 
"Fire  Insurance  Rates,"  in  the  Quarterly  Journal  of  Economics,  August,  1916. 
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tion  of  the  laws  and  due  process  of  law.  In  most  of  the  cases, 
however,  the  insurance  companies  were  unsuccessful.  The 
cooperative  making  of  rates  was  therefore  legally  impossible 
in  some  States  except  by  subterfuge. 

The  next  type  of  legislation  showed  an  entire  reversal  in 
attitude.  Whereas  the  previous  laws  had  all  claimed  that 
concerted  action  and  common  rates  were  detrimental  to  the 
public,  the  new  State  rating  laws  required  an  identical  charge 
for  the  same  risk  by  all  companies,  but  designated  the  State 
as  the  judge  of  what  the  rates  should  be.  These  laws  are  of 
three  varieties,  some  requiring  the  filing  of  rates,  others  pro- 
viding for  the  revision  of  rates  found  to  be  unfair,  and  still 
others  making  the  establishment  of  rates  a  State  function. 

We  find  at  the  present  time,  therefore,  the  following  meth- 
ods of  regulation  employed  in  various  parts  of  the  United 
States,  exclusive  of  the  general,  vague  and  inadequate  pro- 
vision that  there  shall  be  no  discrimination  in  rates. 

1.  The  Anti-Trust  Act,  generally  considered  inapplicable 
to  fire  insurance  combinations. 

2.  Anti-trust  acts  designed  to  apply  spedlfically  to  fire  in- 
surance and  generally  successful  in  this  respect. 

3.  Acts  requiring  the  filing  of  rates  for  public  inspection, 
some  slight  power  of  regulation  being  given  to  the  insurance 
commissioner. 

4.  Acts  permitting  insurance  companies  to  make  and  file 
rates,  but  giving  the  department  of  insurance  power  to  revise 
rates  when  found  to  be  inadequate,  unreasonable  or  discrim- 
inatory, and  to  examine  and  regulate  rate-making  associations. 

5.  Acts  placing  the  rate-making  power  in  the  hands  of  the 
State. 


Chapter  XVII 

FIRE  INSURANCE  RESERVE 

Definition  of  the  reserve. — ^The  reserve  at  any  given  time 
is  that  portion  of  the  premium  income  which  is  held  in  trust 
by  fire  or  casualty  insurance  companies  and  is  not  yet  earned, 
owing  to  the  fact  that  the  policy-holders  have  not  yet  received 
the  full  term  of  protection  for  which  the  premium  was  col- 
lected. It  is  the  natural  result  of  collecting  the  price  in  ad- 
vance and  delivering  the  product  in  the  future.  The  policy- 
holders pay  for  their  insurance  in  advance  for  one  year,  often 
for  three  or  five  years,  or  even  for  longer  periods;  in  fact, 
it  is  possible  to  secure  a  perpetual  policy  by  the  payment  of  one 
premium  of  sufficient  size.^  In  all  these  cases  the  company  is 
holding  prepaid  premiums  on  policies  for  various  terms,  and 
from  the  time  of  the  payment  of  the  premium  and  the  in- 
ception of  the  policy  to  its  expiration,  the  insured  has  a  de- 
creasing and  the  insurer  an  irftreasing  equity  in  the  premium. 
While  the  entire  premium  is  in  the  possession  of  the  insur- 
ance company,  only  that  proportion  which  is  equivalent  to  the 
expired  portion  of  the  policy  really  belongs  to  the  company. 
The  remainder  is  held  by  the  company  as  an  "unearned  pre- 
mium reserve"  or  "unearned  premium  liability,"  as  it  is  some- 
times called.  It  is  this  sum  which  is  sometimes  called  the 
''reinsurance  reserve,"  although  this  term  is  open  to  misin- 
terpretation. "Reinsurance"  implies  that  this  sum  is  nec- 
essary for  reinsuring  the  risks  and  is  held  for  that  purpose. 
But  this  is  purely  incidental,  as  we  shall  see  later,  and  is  not 
the  primary  reason  for  holding  a  reserve. 

Object  of  the  reserve. — The  reserve  from  the  standpoint  of 
the  State  may  be  regarded  as  a  necessity  for  solvency,  which 
cannot  be  determined  without  a  comparison  of  all  assets  and 
liabilities,  among  which  latter  the  paid-for  protection  must  be 
included.  As  shown  later,  however,  this  is  a  very  arbitrary 
method  of  evaluating  the  company's  contingent  liabilities. 
From  the  standpoint  of  the  insured  the  reserve  may  be  re- 
garded as  a  fund  which  enables  the  company  to  return  the  un- 
earned portion  of  the  premivmi  in  case  of  cancellation,  and 
provides  for  the  reinsurance  of  the  risks  with  other  companies. 

'Sec  Appendix  XXIX. 
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It  is  very  important  to  the  Insured,  for  example,  to  know  that 
the  insurance  company  has  laid  aside  a  sufficient  sum  to  take 
care  of  all  possible  losses.  If  this  were  not  done  by  main- 
taining a  reserve  of  the  unearned  premium  the  company  would 
be  gambling  on  the  probabilities  of  loss  and  endangering  Its 
future  solvency.  As  was  mentioned  before,  this  reserve  is  a 
trust  fund,  and  in  that  respect  is  very  similar  to  the  reserve 
held  by  life  insurance  companies.  In  Chapter  XIV  one  of 
the  provisions  of  the  standard  policy  discussed  was  the  can- 
cellation clause,  which  provides  that  either  the  company  or 
the  insured  may  cancel,  upon  proper  notice.  It  necessarily 
follows  that  the  company  must  always  4)e  in  a  position,  in 
such  cases,  to  return  the  unearned  portion  of  the  premium. 
Also,  if  the  company  desires  to  retire  from  business  and  to 
transfer  the  risks  to  another  company,  the  reinsurance  reserve 
alone  makes  this  possible.  It  is  not  to  be  inferred  from  this 
that  another  company  will  assume  these  risks  under  all  cir- 
cumstances for  exactly  the  amount  of  the  reinsurance  reserve, 
for  this  depends  on  the  character  of  the  risks  that  are  being 
carried.  If  the  underwriting  methods  of  the  retiring  com- 
pany have  been  conservative  it  may  be  that  another  company 
will  be  glad  to  assume  the  business  for  an  amount  less  than 
the  unearned  premium  reserve.  On  the  other  hand,  if  a  reck- 
less or  unfortunate  company  has  accumulated  undesirable  risks 
on  its  books  it  may  be  that  the  reserve  held  would  be  con- 
sidered insufficient.  In  fact,  when  a  company  goes  out  of 
business,  it  is  most  frequendy  due  to  unsuccessful  methods  of 
underwriting,  and  the  accompaniment  is  usually  an  inadequate 
reserve.  In  these  cases  the  transfer  of  the  risks  often  requires 
a  sum  exceeding  the  reserve. 

Importance  of  the  reserve  in  regard  to  premium  payment. 
— It  is  the  maintenance  of  this  reserve  that  makes  it  possible  to 
pay  premiums  in  advance  with  safety.  The  insured  knows  that 
the  portion  of  his  premium  which  the  company  has  not  earned 
is  kept  in  a  separate  fund  and  that  he  may  secure  his  proper 
share  of  it  if  he  surrenders  his  policy  before  maturity.  Be- 
sides, the  knowledge  that  this  sum  is  subject  to  State  super- 
vision reassures  him  when  prepaying  the  premium  for  one, 
three,  or  perhaps  five  years.  Thus,  if  on  July  1st  the  company 
insured  property  for  one  year  artd  collected  $365  premium, 
on  August  1st  only  $31,  or  thirty-one  days'  premium  could  ac- 
tually be  considered  earned  by  the  company  on  that  particular 
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poliqr.  The  other  $334  belongs  to  the  insured.  The  com- 
pany under  this  contract  is  supposed  to  furnish  protection  for 
the  remainder  of  the  year  and  can  claim  the  premium  as  its 
own  only  in  the  proportion  that  protection  has  been  given; 
at  any  time  the  balance  in  its  possession  is  unearned  and  is 
held  for  the  benefit  of  the  policy-holder.  A  calculation  as 
exact  as  the  above^  where  the  premium  is  reduced  to  a  daily 
basis,  is  seldom  made  because  of  the  unnecessary  detail  in- 
volved. Methods  of  satisfactory  approximation  will  be  de- 
scribed later. 

Financial  importance  of  the  reserve. — From  a  financial 
standpoint  the  size  and  importance  of  the  reinsurance  reserve 
is  to  the  fire  insurance  companies  what  the  prospective  or 
legal  reserve  is  to  the  life  insurance  companies.  If  the  prob- 
ability of  fire  loss  could  be  as  accurately  forecasted  as  the 
diances  of  death,  a  similar  method  of  reserve  calculation  might 
be  employed.  Owing  to  the  comparatively  short  period  for 
which  fire  policies  are  written  (usually  for  one  year  and  sel- 
dom for  more  than  five),  the  reserve  per  $1,000  of  insurance 
is  never  nearly  so  large  on  the  average  as  the  reserve  of  life 
companies.  The  life  insurance  companies  in  building  up  their 
reserves  are  preparing  to  meet  the  face  of  their  policies,  know- 
ing that  death  must  occur,  but  in  fire  insurance  only  a  com- 
paratively small  number  of  policies  ever  give  rise  to  claims. 
If  life  insurance  were  written  only  on  the  term  plan  of  from 
one  to  five  years,  then  its  reserve  would  also  be  far  less  per 
$1,000  of  insurance.  Nevertheless,  the  financial  importance 
of  the  fire  insurance  companies  lies  in  the  reserve,  which  is  the 
most  important  item  in  their  business.  A  balance  sheet  of  a 
large  stock  fire  insurance  company  is  shown  below  and  a  com- 
parison of  the  unearned  premiums  (which  is  the  reinsurance 
reserve)  with  the  other  items  will  serve  to  show  the  relative 
importance  of  the  former. 

LEDGER  ASSETS 

Book  value  offends $1,304,703  36 

Oath  in  company's  office 1>283  50 

Deponta  in  trust  companies  and  banks  not  on  interest 42,191  86 

D^oaita  in  trust  companies  and  banks  on  interest 509,921  63 

Afmts'    balances   representing   business   written    subsequent   to 

October  1,  1918 183,115  78 

Acntts'  balances  representing  business  written  prior  to  October 

1,  1918   1,829  57 

Toul    $2,043,045  70 
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NON-LEDGER  ASSETS 

Interest  accrued  on  bonds 11,926  95 

Market  value  of  bonds  over  book  value 15,011   64 


Gross  Assets   $2,069,984  29 


DEDUCT  ASSETS  NOT  ADMITTED 

Agents'  balances  representing  business  written 

prior  to  October  1,  1918 $1,829  57 

Market  value  of  special  deposits  in  excess  of 

corresponding  liabilities   38,834  49 

Total    40,664  06 

Total  Admitted  AsseU $2,029,320  23 


LIABILITIES 

Losses  and  claims  for  losses: 

Adjusted  and  unpaid $4,634  09 

Unadjusted  plus  $13,156.97  reserve  for  losses 
incurred  prior  to  December  31  of  which  no 
notice  had  been  received  on  that  date 355,608  02 

Total    $360,242  11 

%/     Deduct  reinsurance  in  companies  authorized 

in  New   York 195,478  08 

Net  unpaid  losses  and  claims $164,764  03 

Unearned  premiums: 

Fire    $344,939  40 

Team   and   automobile 131,547  66 

Marine    13,238  23 


• 


Total    489,725  29 

Salaries  and  miscellaneous  accounts  due  or  accrued 2,500  00 

Estimated  amount  of  taxes  hereafter  payable 30,000  00 

Liabilities,  except  capital   $686,989  32 

Capital    $500,000  00 

Special  reserve  fund 250,000  00 

Guaranty  surplus  fund 250,000  00 

Surplus   342,330  91 

Surplus  to  policy-holders 1,342,330  91 

Total  $2,029,320  23 
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Calculation  of  the  reserve. — The  reinsurance  reserve  has 
been  described  as  the  unearned  premium  liability  of  the  com- 
pany. An  accurate  application  of  this  idea  would  mean  that 
every  policy  reserve  would  be  calculated  separately,  taking  into 
consideration  the  exact  proportion  of  the  policy  term  that  had 
expired.  With  perhaps  1,000,000  policies  outstanding,  this 
would  involve  an  enormous  amount  of  work.  Therefore,  some 
method  of  approximation  had  to  be  devised,  and  an  assump- 
tion is  made  that  as  much  business  is  written  in  one  portion 
of  the  period  under  consideration  as  another. 

This,  however,  is  not  always  true  because  in  most  cases  the 
business  is  increasing,  and  the  amount  of  insurance  written  in 
December  of  a  certain  year  will  exceed  that  written  during 
the  preceding  January.  Nevertheless,  the  method  of  approxi- 
mating the  legal  reserve  as  required  by  the  several  States  is 
to  assume  that  an  equal  amount  of  insurance  is  written  in  each 
period,  which  is  the  same  as  saying  that  all  of  the  business  was 
written  in  the  middle  of  the  period.  Policies  written  January 
1st  have  expired  at  the  end  of  the  year,  while  policies  written 
December  31st  have  365  days  to  run,  the  average  for  both 
groups  being  about  182  days.  Policies  written  February  1st 
have  at  the  end  of  the  year  about  one  month  to  run,  while 
those  written  December  1st  have  eleven  months,  the  average 
for  both  groups  being  six  months.  It  follows  that  in  the  case 
of  one-year  policies  a  company  is  required  to  have  on  hand 
as  legal  reserve  only  one-half  of  the  premium  income  on  those 
policies.  For  policies  longer  than  one  year  the  requirement 
is  usually  pro  rata.  Thus,  on  all  of  the  two-year  policies 
written  the  same  year  it  would  be  assumed  that  six  months' 
premium  out  of  twenty-four  or  one-fourth  is  earned,  and  that 
at  the  end  of  the  year  the  unearned  portion  is  three-fourths  of 
the  premium  income;  on  three-year  policies,  five-sixths  of  the 
premium  would  be  a  reserve  liability;  on  four-year  policies 
seven-eighths  and  on  five-year  policies  nine-tenths,  as  shown  by 
the  table  on  p.  251 

Many  companies  for  their  own  use  divide  their  business  into 
much  shorter  periods  than  is  specified  by  law.  Their  purpose 
is  to  calculate  the  reserve  more  accurately,  since  the  smaller 
the  period  the  more  accurate  the  result.  Frequently  the 
monthly  basis  is  used,  assuming  that  as  much  business  is  writ- 
ten the  first  half  of  the  month  as  the  last.     This  is  only  the 
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application  of  the  average  principle  to  a  shorter  period.  Thus, 
on  one-year  policies  written  during  Mav,  it  is  assumed  that  at 
the  end  of  the  month  one-twenty-f" .  "h  of  the  annual  pre- 
mium has  been  earned,  at  the  end  of  Jun^,  hrec  twenty-fourths, 
at  the  end  of  the  next  April,  twenty-three  twenty-fourths,  etc. 
The  operation  of  the  reserve  may  be  more  closely  traced  in 
the  illustration  given  below. 
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ILLUSTRATION  OF  RESERVE  CALCULATION 
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It  is  here  assumed  that  the  company  began  business  in  1917 
and  during  the  year  received  a  premium  income  of  $40,000  on 
one-year  policies,  $18,000  on  three-year  policies  and  $10,000 
on  five-year  policies.  The  second  year  of  business,  1918,  the 
company  received  $60,000  on  new  one-year  policies,  $20,000 
on  new  two-year  policies,  $24,000  on  new  three-year  policies, 
and  $20,000  on  new  five-year  policies.  The  third  year  on 
new  policies  written  it  received  $80,000  on  one-year  policies, 
$40,000  on  two-year  policies,  $42,000  on  three-year  policies, 
$24,000  on  four-year  policies,  and  $40,000  on  five-year  poli- 
cies. Applying  the  table  on  page  251,  we  find  that  in  1917 
the  company  earned  one-half  of  the  premiums  received  for 
one-year  policies  or  $20,000,  one-sixth  of  the  premiums  on  its 
three-year  policies  or  $30,000,  and  one-tenth  or  $1,000  on  the 
five-year  policies.  Deducting  this  from  premiums  originally 
collected  leaves  an  unearned  premium  of  $20,000  on  the  one- 
year  policies,  $15,000  on  the  three-year  policies,  and  $9,000 
on  five-year  policies,  or  a  total  of  $44,000  on  hand  at  the  end 
of  the  first  year's  business. 

In  the  year  1918  the  company  earned  the  remaining  one- 
half  of  the  premium  on  the  one-year  policies  written  in  1917, 
or  $20,000,  on  the  three-year  business  written  in  1917,  it 
earned  two-sixths  or  $6,000,  and  on  the  five-year  business  two- 
tenths  or  $2,000,  which,  considering  the  premiums  previously 
earned,  leaves  at  the  end  of  the  second  year  an  unearned  pre- 
mium of  $16,000  on  the  business  written  during  the  first  year 
of  their  existence.  During  the  year  1918,  however,  the  com- 
pany has  written  some  new  policies.  On  the  one-year  poli- 
cies it  earned  $30,000,  on  the  two-year  policies  $5,000,  on  the 
three-year  policies  $4,000,  on  the  five-year  policies  $2,000, 
making  a  total  of  $83,000  as  the  unearned  premium  on  the 
current  year's  business.  This,  added  to  the  $16,000  from  the 
previous  year's  business,  makes  a  grand  total  of  $99,000, 
which  should  be  held  as  the  unearned  premium  reserve  at  the 
end  of  the  year  1918. 

In  the  year  1919,  we  find  that  on  the  three-year  policies 
written  in  1917,  two-sixths  was  earned  or  $6,000,  on  the  five- 
year  policies  written  that  year  two-tenths  was  earned  or  $2,000, 
leaving  $8,000  as  yet  unearned  on  policies  written  the  first 
year.  On  the  1918  business  the  other  one-half  of  the  $60,000 
on  one-year  policies  written  in  1917  has  been  earned;  on  the 
two-year  policies  written  in   1918,  one-half  of  $20,000   or 


FIRE  INSURANCE  RESERVE  253 

$10,000  was  earned  during  the  current  year;  two-sixths  was 
earned  on  the  three-year  policies  or  $8,000;  and  two-tenths 
on  the  five-year  policies  or  $4,000,  which  left  at  the  end  of 
1919  an  unearned  premium  of  $31,000  on  the  business  written 
in  the  second  year.  During  the  current  year  one-half  of  the 
premium  income  on  one-year  policies  or  $40,000  was  earned; 
on  the  two-year  policies  one-fourth  or  $10,000  was  earned; 
on  the  three-year  policies  one-sixth  or  $7,000;  on  four-year 
policies  one-eighth  or  $3,000;  on  five-year  policies  one-tenth 
or  $4,000.  This  made  a  reserve  liability  of  $162,000  for  the 
1919  business,  which,  added  to  the  unearned  premiums  of 
$31,000  for  1918  business  and  $8,000  for  1917  business, 
made  a  total  unearned  premium  liability  of  $201,000  at  the 
close  of  business  on  December  31st,  1919.  This  same  opera- 
tion' is  repeated  year  after  year,  always  carrying  over  the  un- 
expired portions  of  the  policies  written  in  previous  years,  with 
the  results  indicated  by  the  table. 

State  legislation  relating  to  the  reserve. — It  has  been  ex- 
plained that  the  reserve  in  fire  insurance  is  a  trust  fund  and, 
like  every  fiduciary  relationship,  is  subject  to  State  regulation. 
Knowing  that  the  future  depends  on  the  solvency  of  the  com- 
pany, precautions  are  taken  to  see  that  the  premiums  paid  in 
advance  are  properly  safeguarded.  The  amount  which  a  com- 
pany is  usually  legally  required  to  hold  is  calculated  on  page 
251.  To  quote  a  typical  State  insurance  law  in  this  connection, 
the  Insurance  Commissioner  is  directed  as  follows:  "In  de- 
termining the  liabilities  of  a  fire  insurance  company,  charge  the 
insurance  company  50  per  cent  of  the  premiums  written  in 
their  policies  upon  all  unexpired  risks  that  have  one  year,  or 
less  than  one  year,  to  run,  and  a  pro  rata  of  all  premiums 
on  risks  having  more  than  one  year  to  run ;  on  perpetual  poli- 
cies, charge  the  deposit  received  less  a  surrender  charge  of  not 
exceeding  1 0  per  cent  thereof."  In  regard  to  perpetual  poli- 
cies it  should  be  mentioned  that  the  company  assumes  that 
sufficient  interest  will  be  earned  on  the  premium  paid  to  be 
equivalent  to  the  regular  term  rate.  Therefore,  practically 
the  entire  initial  premium  should  at  all  times  be  intact.  The 
accuracy  of  the  above  calculation  in  regard  to  term  policies 
has  been  discussed  earlier  in  the  chapter.  It  might  be  added 
here,  however,  that  great  difficulty  confronts  the  State  when 
any  other  assumption  is  used,  since  there  is  nothing  in  fire  in- 
surance comparable  to  the  American  Experience  Table  used 
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for  life  insurance  reserve  evaluation.  It  is  assumed  that  the 
underwriting  methods  of  the  company  are  sufficiently  safe  and 
the  premiums  charged  have  been  calculated  with  a  view  to 
making  a  profit.  Therefore  a  reserve  equal  to  the  unearned 
premium  liability  is  generally  conceded  to  be  sufficient  when 
calculated  in  the  above  manner.  This,  as  we  have  seen,  may 
or  may  not  be  true,  depending  on  the  character  of  the  risks 
and  the  distribution  of  business  throughout  the  year. 

It  has  even  been  argued  that  in  many  cases  this  method  of 
ascertaining  legal  reserve  requirements  works  an  undue  hard- 
ship on  new  and  small  companies.  We  have  seen  in  Chapter 
VI  that  while  life  companies  are  allowed  to  evaluate  their  poli- 
cies in  various  ways,  such  as  the  "preliminary  term  plan,"  the 
"modified  preliminary  term  plan,"  etc.,  to  enable  them  to  meet 
the  early  incidence  of  expense,  this  privilege  is  denied  to  fire 
insurance  companies.  To  demonstrate  the  effect  of  this  on  a 
new  company,  let  us  assume  that  a  new  fire  insurance  company 
with  a  capital  of  $100,000  began  on  January  1st,  1920.  Dur- 
ing the  year  the  policy  premiums  collected  on  one-year  poli- 
cies amounted  to  $100,000,  Suppose  that  the  acquisition  ex- 
pense was  $30,000  (which  would  be  quite  low  for  the  first 
year  of  business),  and  that  the  claims  paid  or  accrued 
amounted  to  $45,000 ;  there  would  remain  a  surplus  of  $25,000 
on  hand  to  be  applied  as  the  unearned  premium  reserve.  But 
the  State  law  specified  that  the  company  should  have  had  one- 
half  of  its  premium  income  on  one-year  policies,  or  $50,000, 
in  reserve;  since  they  had  only  $25,000,  their  capital  was 
impaired  to  the  extent  of  $25,000.  Originally  only  $100,000, 
it  is  now  reduced  to  $75,000.  So  even  where  the  law 
allows  a  20  per  cent  impairment  of  capital  this  company 
would  not  have  met  the  legal  requirements.  From  this  it  can 
be  seen  that  a  reserve  requirement  may  hamper  the  operation 
of  a  young  fire  insurance  company  to  a  very  great  extent. 
There  is  no  scientific  method  of  ascertaining  the  reserve  ex- 
cept by  calculating  the  present  value  of  future  losses,  a  method 
which  is  impracticable  because  of  the  great  diversity  in  classes 
of  risks  and  the  uncertainty  of  estimating  the  probability  of 
future  losses,  an  uncertainty  far  greater  than  in  life  insurance. 
In  addition  the  frequent  but  irregular  occurrence  of  great  con- 
flagrations makes  additional  precautions  necessary;  but  fatal 
epidemics,  such  as  the  recent  wave  of  influenza,  rarely  dis- 
turb the  even  course  of  human  mortality. 
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To  further  stabilize  insurance  companies  and  prevent  insol- 
vencies, the  States  frequently  specify  the  types  of  securities  in 
which  the  reserve  may  be  invested,  enforcing  restrictions  very 
similar  to  those  for  life  insurance  companies,  as  outlined  in 
Chapter  VII.  Besides,  it  is  frequently  required  that  both 
domestic  and  foreign  companies  make  a  deposit  of  approved 
securities  with  the  State  for  the  purpose  of  guaranteeing  sol- 
vency. This  sum,  however,  is  usually  inadequate  as  a  reserve, 
and  does  not  approach  the  unearned  premium  liability.  A  more 
stringent  requirement  than  a  **special  deposit"  in  the  form  of  a 
flat  sum  is  one  which  requires  approved  securities  to  an  amount 
equal  to  the  unearned  premium  liability.  This  serves  the  double 
purpose  of  subjecting  the  assets  to  close  scrutiny  and  at  the  same 
time  preventing  fraudulent  manipulation  by  placing  this  "trust 
fund"  beyond  the  reach  of  the  individual  officers  of  the  company. 

It  should  be  mentioned  that  the  above  applies  principally 
to  the  stock  companies,  mutuals  usually  being  allowed  to  reg- 
ulate the  reserves  as  they  see  fit  and  make  assessments  when 
found  necessary.  The  different  conditions  of  organization  and 
the  relative  merits  of  these  two  types  of  companies  have  been 
discussed  elsewhere. 


Chapter  XVIII 

SETTLEMENT  OF  LOSSES 

Classification  of  provisions  applsdng  to  loss  settlements. — 
The  poliqr  provisions  which  remain  for  discussion  apply  after 
a  loss  has  taken  place.  They  may  be  divided  into  four  groups : 
( 1 ).  those  referring  to  the  preservation  of  the  property,  (2) 
those  dealing  with  the  proof  of  the  amount  lost,  (3)  those 
providing  foV  the  settlement  of  disagreements,  (4)  those  de- 
termining the  extent  of  the  company's  net  liability.  With 
regard  to  the  requirements  made  of  the  insured,  the  courts 
have  been  lenient  when  they  apply  after  a  fire  has  occurred, 
while  the  requirements  before  a  loss  have  been  regarded  as 
more  important  because  they  may  serve  to  prevent  a  fire.  We 
will  discuss  the  policy  provisions  in  the  order  in  which  they 
would  naturally  come  into  play  in  the  course  of  the  adjust- 
ment of  a  loss. 

Provisions  referring  to  the  preservation  of  property. — ^The 
policy  requires  that  "the  insured  shall  give  immediate  notice 
to  this  company  of  any  loss  or  damage."^  That  the  insurer 
is  entitled  to  notice  of  this  important  event  is  clear,  inasmuch 
as  it  enables  him  to  take  action  to  reduce  the  loss  by  protect- 
ing the  property,  to  investigate  the  cause  of  the  fire  and  better 
to  determine  his  liability.  Without  such  notice  it  is  usually 
held  that  he  is  released  from  liability.  But  "immediate  notice" 
is  not  always  the  prompt  action  which  might  be  supposed. 
While  it  would  be  unsafe  for  an  insured  to  presume  upon  the 
leniency  of  the  courts,  it  has  been  held  that  immediate  notice 
is  notice  given  within  a  reasonable  time  and  that  a  delay  of 
thirty  days  may  be  justifiable  under  certain  circumstances.  In 
another  case  seven  days  has  been  held  to  be  an  unreasonable 
delay,  sufficient  to  release  the  company  from  liability. 

The  next  action  required  of  the  insured  is  to  "protect  the 
property  from  further  damage."*  For  such  further  damage 
resulting  from  neglect  the  insurance  company  is  not  liable,  ac- 

*  Appendix  XXX,  lines  126-128. 
'  Appendix  XXX,  lines  128  and  129. 
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cording  to  several  decisions,  since  the  fire  policy  is  not  designed 
to  protect  the  insured  against  his  own  negligence  or  careless- 
ness, but  only  against  the  danger  of  loss  by  fire.  The  cost  of 
protecting  the  property  is  naturally  considered  a  part  of  the 
loss. 

After  this  has  been  done  the  insured  is  required  to  "forth- 
with separate  the  damaged  and  undamaged  personal  property 
and  put  it  in  the  best  possible  order.'"  This  tends  to  pro- 
tect such  goods  as  are  undamaged  and  enables  the  representa- 
tive of  the  company  to  mal^e  an  examination  of  the  property 
and  to  take  necessary  measures  for  further  protection.  The 
insured  is  not  required  by  this  provision  to  restore  the  goods 
to  the  same  conditions  as  existed  before  the  fire. 

Estimation  of  amount  of  loss. — ^The  next  few  requirements 
are  designed  to  enable  an  estimate  of  the  amount  of  loss. 
The  insured  is  required  to  "furnish  a  complete  inventory  of 
the  destroyed,  damaged  and  undamaged  property,  stating  the 
quantity  and  cost  of  each  article  and  the  amount  claimed  there- 
on."* This  is  in  the  nature  of  a  preliminary  proof  of  loss. 
This  provision  is  not  a  mere  direction  to  the  insured  of  what 
his  action  should  be,  but  is  essential  to  enable  him  to  claim  from 
the  company. 

"And  the  insured  shall  within  sixty  days  after  the  fire,  un- 
less such  time  is  extended  in  writing  by  this  company,  render 
to  this  company  a  proof  of  loss  signed  and  sworn  to  by  the 
insured,  stating  the  knowledge  and  belief  of  the  insured  as 
to  the  following:  (a)  the  time  and  origin  of  the  fire;  (b) 
the  interest  of  the  insured;  (c)  and  of  all  others  in  the  prop- 
erty; (d)  the  cash  value  of  each  item  thereof;  (e)  and  the 
amount  of  loss  or  damage  thereto;  (f)  all  encumbrances 
thereon;  (g)  all  other  contracts  of  insurance  whether  valid 
or  not,  covering  any  of  said  property;  (h)  any  changes  in  the 
title,  use,  occupation,  possession,  or  exposure  of  said  property 
since  the  issuing  of  this  policy;  (i)  by  whom  and  for  what 
purpose  any  building  herein  described  and  the  several  parts 
thereof  were  occupied  at  the  time  of  the  fire."*^  We  might 
call  attention  here  to  the  policy  provision  previously  referred 
to  regarding  false  swearing  and  fraud,*  which  is  not  lightly 

'Appendix  XXX,  lines  129  and  130. 

'Appendix  XXX,  lines  130-133. 

'Appendix  XXX,  lines  133-145;  and  Appendix  XLVI. 

'  Appendix  XXX,  lines  1-6. 
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regarded  by  the  courts  in  the  proof  of  loss,  whatever  may  be 
the  attitude  toward  it  at  other  times.  The  object  of  the  proof 
of  loss  is  to  enable  the  insurance  company  to  determine  whether 
or  not  it  will  assume  liability  for  the  loss  and  to  what  extent. 
A  time  limit  is  placed  upon  furnishing  the  proof  of  loss,  but 
this  has  been  sometimes  leniently  construed  by  the  courts.  A 
form  such  as  is  shown  in  the  appendices  is  furnished  to  the 
insured  for  the  purpose  of  making  a  proof  of  loss.*  In 
several  cases  it  has  been  held  that  these  requirements  are  in- 
operative as  regards  a  mortgagee  because  the  company's  con- 
tract with  him  is  held  to  be  a  new  contract.  If  the  owner  does 
not  furnish  a  proof  of  loss  the  mortgagee  may  do  so  for  the 
protection  of  his  interest.  The  new  standard  policy  provides 
that  "upon  failure  of  the  insured  to  render  proof  of  loss,  such 
mortgagee  shall  as  if  named  as  insured  hereunder,  but  within 
sixty  days  after  notice  of  such  failure,  render  proof  of  loss 
and  shall  be  subject  to  the  provisions  hereof  as  to  appraisal 
and  times  of  payment  and  of  bringing  suit."* 

"And  shall  furnish  a  copy  of  all  the  descriptions  and  sched- 
ules in  all  policies  and  if  required,  verified  plans  and  specifi- 
cations of  any  building,  fixtures  or  machinery  destroyed  or 
damaged."*  This  is  inserted  to  assist  the  company  in  identi- 
fying the  property  destroyed  and  in  estimating  the  value  of 
such  property.  In  many  cases  this  saves  the  time  which 
would  be  necessary  to  examine  the  physical  property  itself. 
"The  insured  as  often  as  may  be  reasonably  required  shall 
exhibit  to  any  person  designated  by  this  Company  all  that 
remains  of  any  property  herein  described  and  submit  to  exam- 
inations under  oath  by  any  person  named  by  this  company  and 
subscribe  the  same."^^  This  enables  the  company  to  protect 
itself  against  fraud  or  the  illegal  appropriation  of  any  of  the 
goods  insured.  For  the  same  reason  the  insured  "as  often 
as  may  be  reasonably  required,  shall  produce  for  examination 
all  books  of  account,  bills,  invoices,  and  other  vouchers  or 
certified  copies  thereof,  if  originals  be  lost,  at  such  reasonable 
time  and  place  as  may  be  designated  by  this  company  or  its 
representatives  and  shall  permit  extracts  and  copies  thereof 
to  be  made.""     These  requirements  are  important  to  the  com- 

^  See  Appendix  XLVL 
'Appendix  XXX,  lines  112-116. 
*  Appendix  XXX,  lines  145-148. 
"*  Appendix  XXX,  lines  148-153. 
"*  Appendix  XXX,  lines  153-158. 
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pany  and  have  generally  been  given  effect  by  the  courts,  but 
the  companies,  to  insure  the  production  of  books  and  papers, 
have  sometimes  used  a  so-called  iron-safe  clause,  whereby  the 
insured  was  required  among  other  things  to  keep  books  and 
papers  in  a  fireproof  safe  at  night  on  penalty  of  voiding  the 
contract,  but  this  was  so  leniently  regarded  by  the  courts  as 
to  make  its  effect  ludicrous.  The  time  and  place  of  examina- 
tion of  the  insured  and  of  his  books  and  papers  must  be  rea- 
sonable. The  place  of  the  fire  has  been  held  a  reasonable 
place. 

Agreement  and  appraisal. — ^We  have  now  seen  what  the  in- 
sured is  required  to  do  after  a  loss  occurs.  When  the  insured 
has  complied  with  these  regulations,  a  special  agent  of  the  in- 
surance company  under  the  title  of  an  adjuster  and  the  in-^ 
sured  or  his  representative  must  endeavor  to  settle  upon  the 
amount  to  which  the  insured  is  entitled.  If  the  two  parties 
agree  the  policy  provides  that  ''the  amount  of  loss  or  damage 
for  which  this  company  may  be  liable  shall  be  payable  sixty 
days  after  proof  of  loss  as  herein  provided  is  received  by  this 
company  and  ascertainment  of  the  loss  or  damage  is  made 
either  by  agreement  between  the  insured  and  this  company, 
expressed  in  writing  or  by  the  filing  with  this  company  of  an 
award  as  herein  provided.'*"  As  previously  stated,  the  in- 
sured cannot  under  a  fire  policy  abandon  the  property  and 
daim  the  full  amount  of  insurance."  If  the  parties  cannot 
agree  upon  the  amount  of  loss  and  damage  an  appraisal  is 
necessary  as  provided  for  in  the  policy. 

''In  case  the  insured  and  this  Company  shall  fail  to  agree 
as  to  the  amount  of  loss  or  damage,  each  shall,  on  the  written 
demand  of  either,  select  a  competent  and  disinterested  ap- 
praiser. The  appraisers  shall  first  select  a  competent  and  dis- 
interested umpire;  and  failing  for  fifteen  days  to  agree  upon 
such  umpire  then,  on  request  of  the  insured  or  this  Company, 
such  umpire  shall  be  selected  by  a  judge  of  a  court  of  record 
in  the  State  in  which  the  property  insured  is  located.  The  ap- 
praisers shall  then  appraise  the  loss  and  damage,  stating  sep- 
arately sound  value  and  loss  or  damage  to  each  item;  and 
failing  to  agree,  shall  submit  their  differences  only,  to  the  um- 
pire. An  award  in  writing,  so  itemized,  of  any  two  when  filed 
with  this  Company  shall  determine  the  amount  of  sound  value 

^Appendix  XXX,  lines  185-191. 
"Appendix  XXX,  lines  182-1S4. 
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and  loss  or  damage.  Each  appraiser  shall  be  paid  by  the 
party  selecting  him  and  the  expenses  of  appraisal  and  umpire 
shall  be  paid  by  the  parties  equally.""  The  demand  for  ap- 
praisal cannot  be  made  until  the  insured  has  submitted  his 
claim  to  the  insurance  company  and  the  company  has  made 
an  unsuccessful  offer  of  settlement.  Either  party  may  then 
require  an  appraisal,  which  does  not  establish  the  liability  of 
the  company  but  merely  the  amount  of  liability  if  any  exists. 
The  umpire  acquires  the  right  to  act  only  after  the  appraisers 
have  disagreed.  The  appraisal  is  concerned  largely  with  mat- 
ters of  fact.  Whether  the  loss  should  be  settled  on  the  basis 
of  market  value  or  on  the  cost  of  reproduction  would  hardly 
be  a  pertinent  question.  Nor  can  the  demand  for  an  ap- 
praisal be  made  conditional  upon  some  other  thing  being  done 
by  the  insured  or  by  the  company,  for  it  then  loses  its  value, 
as,  for  instance,  where  it  was  required  that  tobacco  should  be 
sold  at  auction  and  the  sale  price  introduced  as  evidence  of  the 
value.  The  parties  usually  sign  an  appraisal  agreement"  in 
which  the  appraisers  are  named  and  declare  themselves  to  be 
disinterested  parties,  although  no  such  written  agreement  is 
required.  Whether  an  appraiser  is  competent  as  required  by 
the  provision  depends  upon  what  he  has  to  do.  In  many 
cases  a  professional  appraiser  is  selected  by  the  company  or 
the  insured,  and  the  question  then  arises  as  to  whether  such 
a  party  is  disinterested  as  the  policy  demands.  The  mere 
fact  that  he  has  previously  adjusted  losses  for  the  same  com- 
pany would  not  prove  that  he  was  an  interested  party  but 
might  be  some  evidence  to  this  effect. 

The  courts  of  nearly  every  State  have  held  that  if  either 
party  requests  an  appraisal  such  is  necessary  before  a  suit 
can  be  maintained  and  a  recovery  had  upon  the  policy.  In 
Pennsylvania  and  Nebraska,  however,  this  agreement  to  ap- 
praise is  held  to  be  revocable  by  either  party  and  the  bringing 
of  an  action  in  court  constitutes  such  a  revocation.  The  par- 
ties are  not  permitted,  in  the  language  of  these  courts,  to  ''oust 
the  courts  of  their  general  jurisdiction."  In  those  States 
where  a  valued  policy  law  is  in  force,  there  is  no  provision 
for  an  appraisal  and  if  one  is  obtained,  its  result  will  not  be  en- 
forced by  the  courts. 

**  Appendix  XXX,  lines  1S9-175. 
*  Appendix  XLV. 
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Suits. — If  the  question  of  the  liability  of  the  company  is  in- 
volved, the  case  may  be  brought  into  court  regardless  of  the 
action  of  appraisers.  The  policy  provides  that  **No  suit  or 
action  on  this  policy,  for  the  recovery  of  any  claim,  shall  hp 
sustainable  in  any  court  of  law  or  equity  unless  all  the  re- 
quirements of  this  policy  shall  have  been  complied  with,  nor 
unless  commenced  within  twelve  months  next  after  the  fire."" 
The  object  is  to  prevent  unreasonable  delay  upon  the  part  of 
either  the  company  or  the  insured  which  may  make  the  de- 
termination of  the  rights  of  the  parties  more  difficult. 

Net  liability  of  the  company. — The  next  question  which 
presents  itself  after  the  liability  of  the  company  has  been 
proved  is  the  net  amount  for  which  the  company  is  liable. 
In  this  connection  it  must  be  borne  in  mind  that  subrogation  is 
a  settled  principle  of  insurance.  The  policy  also  specifically 
provides  that  "This  Company  may  require  from  the  insured 
an  assignment  of  all  right  of  recovery  against  any  party  for 
loss  or  damage  to  the  extent  that  payment  therefor  is  made 
by  this  Company,""  and  "On  payment  to  such  mortgagee  of 
any  sum  for  loss  or  damage  hereunder,  if  this  Company  shall 
daim  that  as  to  the  mortgagor  or  owner,  no  liability  existed, 
it  shall,  to  the  extent  of  such  payment  be  subrogated  to  the 
mortgagee's  right  of  recovery  and  claim  upon  the  collateral 
of  the  mortgage  debt,  but  without  impairing  the  mortgagee's  \ 

right  to  sue,  or  it  may  pay  the  mortgage  debt  and  require  an         '  \ 
assignment  thereof  and  of  the  mortgage."^*     The  right  of  \ 

subrogation  may  be  defined  as  the  right  of  an  insurance  com- 
pany, after  paying  a  loss  to  the  insured,  to  acquire  all  rights 
possessed  by  the  insured  against  third  parties  which  are  re- 
lated to  such  loss.  These  rights  may  be  legal,  contractual  or 
equitable. 

One  very  common  right  is  the  right  of  a  mortgagee  who 
is  insured  under  a  separate  policy  to  collect  his  debt  from  the 
mortgagor.  Suppose  a  property  worth  $10,000  serves  as  se- 
curity for  a  debt  of  $8,000  and  that  a  loss  of  $4,000  takes 
place.  Naturally,  since  the  security  of  the  mortgagee  has 
been  decreased  by  nearly  one-half,  he  expects  to  be  and  is 
reimbursed  by  the  insurance  company.  But  the  mortgagee  still 
has  the  right  to  collect  his  debt  from  the  debtor,  and  to  permit 

"Appendix  XXX,  lines  192-196. 
"  Appendix  XXX,  lines  197-200. 
"Appendix  XXX,  lines  116-123. 
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him  to  retain  this  right  would  be  to  permit  him  to  collect  the 
same  debt  twice.  Therefore  by  the  principle  of  subrogation 
the  right  to  the  debt  is  transferred  to  the  insurance  company 
which  has  paid  the  loss.  A  similar  situation  arises  where  the 
mortgagor  and  mortgagee  are  protected  by  a  policy  issued 
to  the  mortgagor  with  the  endorsement  of  a  mortgage  clause 
and  the  policy  becomes  void  as  to  the  mortgagor,  but  is  in  full 
force  as  regards  the  mortgagee.  The  company  makes  pay- 
ment to  the  mortgagee  to  the  amount  of  the  damage  and 
receives  an  assignment  of  his  rights  to  that  extent,  or  pays 
the  full  amount  of  the  debt  and  receives  an  assignment  of 
the  entire  debt  and  mortgage.  The  policy  provides  that  rights 
of  the  mortgagee  are  not  to  be  prejudiced  by  this  method  of 
settlement. 

Another  example  of  the  right  of  subrogation  is  found  where 
the  fire  is  caused  by  the  negligence  of  a  third  party,  for  which 
negligence  the  party  whose  property  is  damaged  may  recover 
at  law.  If  the  person  damaged  recovers  from  the  insurance 
company,  however,  the  right  to  recover  from  the  negligent 
third  party  passes  to  the  insurance  company.  A  policy  of 
insurance  issued  to  a  tobacco  company  covered,  among  other 
items,  several  thousand  dollars  worth  of  unused  internal  rev- 
enue stamps.  These,  with  other  property,  were  lost  and  the 
insurance  company  paid  the  loss.  Under  United  States*  stat- 
utes the  stamps  were  redeemable  from  the  United  States  Gov- 
ernment, and  the  underwriters,  having  paid  the  loss,  claimed 
and  received  reimbursement  from  the  Government. 

In  many  cases  the  insured  has  several  policies  covering  the 
same  interest  in  the  same  property.  In  case  of  a  large  risk, 
in  fact,  he  is  often  compelled  to  seek  several  companies  in  order 
to  secure  full  protection.  To  cover  this  situation  the  policy 
provides  that  "This  Company  shall  not  be  liable  for  a  greater 
proportion  of  any  loss  or  damage  than  the  amount  hereby 
insured  shall  bear  to  the  whole  insurance  covering  the  prop- 
erty, whether  valid  or  not  and  whether  collectible  or  not."" 
Applying  this  to  a  specific  case,  let  us  assume  that  company 
"A"  insures  a  $50,000  property  for  $20,000,  and  company 
"B"  insures  the  same  property  for  $10,000.  A  loss  of  $3,000 
occurs.  The  above  provision  of  the  contract  makes  company 
**A"  liable  for  the  proportion  that  its  insurance  ($20,000) 
bears  to  the  total  insurance  ($30,000)  or  two-thirds  of  the  loss 

^  Appendix  XXX,  lines  101-105. 
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« 

of  $3,000,  that  Is,  a  liability  of  $2,000.  Company  "B"  is 
liable  for  the  proportion  its  insurance  ($10,000)  bears  to  the 
total  Insurance  ($30,000)  or  one-third,  that  is,  $1,000. 

Where  the  policies  issued  by  "A"  and  "B"  are  concurrent, 
that  Is  to  say,  where  the  provisions  of  the  policies  are  Identical, 
the  application  of  the  principle  is  simple.  But  there  are  some 
cases  where  the  policy  provisions  differ  and  it  consequently 
becomes  a  difficult  matter  to  determine  the  amount  of  the  total 
insurance.  The  policies  may  differ  because  the  properties 
covered  are  In  different  locations,  because  the  descriptions  of 
the  insured  articles  vary,  because  the  Interests  covered  are  not 
Identical,  or  because  one  policy  contains  clauses  or  endorse- 
ments not  on  the  other.  This  Is  a  situation  to  be  avoided  by 
both  the  insured  and  the  company  because  It  results  In  delay 
in  the  payment  of  losses  and  frequently  involves  complicated 
law  cases.  The  most  frequent  case  of  non-concurrency  Is 
where  one  policy  Is  a  specific  policy  covering  one  Item,  while 
another  policy  Is  a  general  policy  covering  many  Items,  in- 
dnding  the  one  covered  by  the  specific  policy.  We  will  take 
a  relatively  simple  case  of  this  kind  and  apply  to  It  a  rela- 
tively simple  rule,  as  an  Illustration  of  the  difficulties  of  ad- 
justment. 

Let  us  suppose  that  an  owner  has  a  stock  of  goods  consist- 
ing of  the  following. 

Falue 

Furniture $3,000 

Jewelry 500 

Wearing  apparel 500 

Total $4,000 

The  losses  by  fire  on  these  articles  are  as  follows : 

Loss 

Furniture $1,000 

Jewelry 500 

Wearing  apparel 500 

Total $2,000 

Company  ''G"  had  insured  all  these  items  under  a  general 
policy  for  $1,000  and  company  "S"  had  insured  the  furniture 
Amc  for  $1,000. 

Suppose  the  principle  Is  adopted  that  the  general  policy  ap- 
^plics  to  each  of  the  specific  items  In  the  proportion  that  the 
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value  of  the  Item  bears  to  the  value  of  all  the  property  in- 
sured. Then  the  insurance  on  the  various  items  is  as  fol- 
lows : — 


Co,  "G"  Co,  "S"  Total 


Furniture   

Jewelry    

Wearing  Apparel  . . 


30/40  of  $1,000]  =  $750 
5/40  of  1,000}'=  125 
5/40  of     l,000j  =    125 


$1,000 

$1,750 

0 

125 

0 

125 

Total  $1,000  $1,000  $2,000 

The  loss  on  furniture  was  $1,000  and  the  total  insurance 
was  $l>21fl  of  which  company  "G"  insured  $750  and  company 
"S"  $1,000.  ''G"  is  therefore  liable  for  75-175  of  $1,000 
loss  or  $428.57.  "S"  is  liable  for  100-175  of  $1,000  or 
$571.43.  The  loss  on  the  other  items  (jewelry  and  wearing 
apparel)  was  $1,000  and  this  was  only  covered  by  the  general 
policy  of  $1,000  in  company  "G."  But  of  that  general  policy, 
$428.57  has  already  been  exhausted,  leaving  only  $571.43, 
all  that  the  insured  can  recover  of  his  loss  on  these  two  items. 
The  total  loss  is  therefore  $2,000,  the  total  insurance  $2,000, 
and  he  recovers  $1,571.43. 

Let  us  suppose  that  the  lawyer  for  the  insured  proposes 
that  the  loss  be  settled  on  the  basis  that  the  general  policy 
must  float  over  all  property  and  contribute  on  the  basis  or 
proportions  of  the  respective  losses  on  the  specific  items.  The 
insurance  on  the  various  items  is  then  as  follows : — 


Furniture  

Jewelry    

Wearing  Apparel 


i 


Co,  "G"  Co,  *'§"  Total 

'10/20  of  $1,0001  =  $500  $1,000  $1,500 

5/20  of  1,000).-=  25Q  0  250 

5/20  of  l,000j  =  250  0  250 


Total  ', $1,000     $1,000     $2,000 


^ 


The  loss  on  furniture  was  $1,000  and  the  total  insurance  by 

i    this  method  is  $1,500,  of  which  company  **G"  insured  $500 

,    and  company  **S"  $1,000.     "G"  is  therefore  liable  for  one- 

\  fourth  of  the  loss  or  $250,  and  "S"  is  liable  for  three-fourths 

,    of  the  loss  or  $750.     The  loss  on  jewelry  and  wearing  apparel 

totaled  $1,000,  covered  only  by  a  general  policy  of  $1,000 

issued  by  "G"  and  of  this  only  $750  remains,  so  that  this  is 

\  ?\\  the  insured  can  recover.     The  total  loss  is  therefore,  $2,000, 

!  the  total  insurance  is  $2,000,  and  the  insured  recovers  $1,750- 
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Either  of  the  above  bases  of  settlement  might  be  suggested 
and  the  justice  of  neither  is  proved  by  the  policy  provision. 
In  the  above  case,  at  least  five  other  methods  might  have  been 
suggested  for  the  settlement  of  the  loss  and  in  actual  practice 
many  more  difficult  problems  may  be  found.  It  is  obvious, 
therefore,  that  two  non-concurrent  policies  are  to  be  avoided 
wherever  possible.  The  courts  have  in  general  followed  the 
principle  of  fully  indemnifying  the  insured  when  the  insurance 
was  sufficient  for  that  result. 


^     «  t  t  .v< 
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Chapter  XIX 

MARINE  INSURANCE 

Nature  of  the  contract. — The  marine  insurance  policy  was 
originally  designed  to  protect  the  holder  against  perils  of  the 
sea  and  of  fire,  but  so  extensive  is  the  modern  coverage  that 
perils  of  the  land  as  well  are  now  included  within  the  scope  of 
the  contract.  Since  the  actions  of  the  master  and  the  rights  of 
shippers  are  governed  by  maritime  law,  such  law  is  in  many  re- 
spects impliedly  a  part  of  marine  insurance  contracts.  Like  fire 
insurance  policies,  the  marine  policy  is  issued  to  an  insured 
and  is  a  personal  contract. 

Unlike  the  fire  insurance  policy  which  consisted  principally 
of  the  exceptions  or  cases  where  the  underwriter  was  not  liable, 
the  underwriter  stipulates  in  the  marine  policy  the  risks  for 
which  he  is  liable.  As  a  result  he  has  received  more  liberal 
treatment  by  the  courts.  The  marine  contract  is  designed  to 
protect  the  insured  against  accidents  only  and  does  not  indemni- 
fy for  natural  wear  and  tear  and  losses  which  are  inevitable. 
In  credit  insurance  the  insured  bears  the  ''normal"  loss;  so  in 
marine  insurance  he  bears  depreciation  and  losses  which  are  not 
accidental. 

Factors  essential  to  a  valid  contract^!.  Good  faith  znd 
fair  dealing  have  always  been  strictly  Required  by  the  courts  in 
respect  to  contracts  of  marine  insurance  because,  by  the  nature 
of  the  subject-matter  the  underwriter  is  not  in  a  position  to 
conduct  an  extensive  investigation.  The  ship  or  cargo  may  be 
far  removed  from  the  place  where  the  contract  is  made.  The 
courts,  for  examjple,  have  held  the  insured  as  strictly  bound  by 
certain  implied  warranties  designed  to  protect  the  underwriter. 

2.  An  insurable  interest,  vested,  contingent  or  expectant,  is 
required.  The  doctrine  of  insurable  interest  is  essentially  the 
same  in  fire  insurance  and  in  marine  insurance.  The  former 
has  been  fully  discussed. 

3.  Seaworthiness  of  the  vessel.  It  is  an  implied  warranty, 
by  which  the  insured  is  strictly  bound,  that  the  vessel  is  safe 
and  in  a  condition  to  carry  the  cargo  contemplated.    With  re- 
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spect  to  voyage  policies  on  hull  this  warranty  is  interpreted 
literally  but  in  cargo  policies  innocent  shippers  have  been 
given  some  consideration,  and  in  time  policies  on  hull  this 
warranty  is  often  not  involved  since  the  vessel  is  out  of  the 
possession  of  the  owner  and  beyond  his  power  to  inspect. 

4.  Legality  of  the  venture.  The  object  of  the  voyage  must 
be  of  a  character  not  prohibited  by  law.  Thus,  a  policy 
on  a  vessel  engaged  in  smuggling  goods  into  the  United  States, 
in  violation  of  the  revenue  laws,  is  void. 

5.  The  voyage  must  be  prosecuted  without  deviation. 
The  vessel  must  proceed  over  the  customary  route  and  with- 
out unnecessary  delay.  Deviation  by  the  master  on  his  own 
responsibility,  without  orders  from  the  owner  or  in  viola- 
tion of  such  orders,  however,  constitutes  "barratry" — a  peril 
against  which  the  marine  policy  protects  the  insured.  A 
deviation  due  to  the  necessity  of  saving  human  life,  or  of  pro- 
tecting the  subject-matter  insured,  is  held  to  be  justifiable  by 
a  permission  endorsed  on  the  policy. 

Types  of  underwriters. — Marine  insurance,  like  fire  insur- 
ance, is  written  by  stock  companies,  mutuals,  Lloyds  associations 
and  interinsurance  associations.  These  have  been  described 
in  a  previous  chapter  and  it  is  sufficient  to  notice  here  some 
minor  variations. 

1.  A  distinctive  American  mutual.  Only  one  marine  mu- 
tual of  any  consequence  exists  at  present  in  the  United  States. 
The  original  capital  was  furnished  by  the  ship-owning  and 
trading  organizers,  whose  promissory  notes  furnished  a  source 
of  credit.  These  notes  served  as  premium  payments  to  cover 
risks,  and  when  a  sufficient  amount  was  secured,  the  company 
was  organized  and  gradually  accumulated  a  surplus.  This 
was  retained  as  a  guarantee  for  the  payment  of  losses  and 
in  time  was  divided  among  the  persons  insured;  but  payment 
was  at  first  deferred  and  the  insured  received  only  a  redeem- 
able scrip  certificate.  Such  scrip  could  be  sold  by  the  re- 
cipient or  retained  until  it  was  redeemed,  redemption  being 
in  the  order  of  issuance. 

2.  Mutual  insurance  clubs.  These  are  mutual  organiza- 
tions in  the  form  of  assessment  societies.  The  claim  for  a 
loss  is  a  claim  against  the  association,  the  members  of  which 
pay  an  entrance  fee  and  frequently  an  initial  premium.  In 
the  absence  or  insufficiency  of  initial  premiums,  the  members 
are  assessed  for  the  payment  of  losses  incurred  during  the 
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year.  The  contributions  by  members  are  usually  either  in 
proportion  to  the  amounts  for  which  they  are  insured  or  in 
proportion  to  the  gross  tonnage  of  their  vessels.  Some  of  these 
associations  are  designed  to  insure  the  ordinary  marine  risks 
on  terms  similar  to  the  policies  issued  by  stock  companies, 
some  are  intended  to  insure  freight  particularly,  some  cover 
deductions  made  by  stock  companies  in  the  adjustment  of 
losses,  some  insure  against  loss  of  time  and  others  are  ''pro* 
taction  and  indemnity  associations."^  The  latter  cover  dam- 
ages recovered  for  destruction  of  life,  for  injuries  to  the 
crew  covered  by  the  Compensation  Act  of  Great  Britain,  for 
loss  of  or  damage  to  goods  carried,  for  collision  liabilities 
not  covered  by  the  ordinary  policy,  for  the  expense  of  raising 
wrecks  and  for  expenses  of  quarantine.  They  have  the  cus- 
tomary advantages  and  disadvantages  of  assessment  mu- 
tuals  and  are  peculiar  to  European  countries,  never  having 
become  important  here. 

Different  classes  of  policies. — The  most  Important  features 
in  distinguishing  classes  of  policies  are  (1)  the  interest  of 
the  insured,  (2)  the  valuation  of  the  subject-matter,  (3)  the 
term  of  the  policy,  (4)  the  description  of  the  vessel  or  cargo, 
and  (5)  the  scope  of  coverage.  These  we  will  consider  in 
order. 

1.  Interest  of  the  insured. — Policies  in  this  respect  may 
be  classified  as: 

a.  Vessel  policies,'  covering  the  vessel  and  equipment. 

b.  Cargo  policies,*  covering  goods  to  be  transported. 

c.  Freight  policies,  covering  either  the  sum  charged  for 
transporting  the  cargo,  the  hire  paid  for  a  vessel  or  the  in- 
crease in  the  value  of  goods  added  by  transportation. 

d.  Policies  made  to  cover  profits,  commissions,  etc.,  us- 
ually include  these  values  in  the  valuation  of  the  cargo. 

The  above  refers  to  policies  supported  by  an  insurable 
interest  which  is  legally  recognized,  these  being  designated  as 
"Interest"  policies;  but  policies  may  also  be  issued  where  the 
"interest  is  admitted."  The  latter  are  unenforceable  at  law  and 
depend  upon  the  honor  of  the  parties,  but  are  sometimes 
necessary  to  protect  a  prospective  insurable  interest  not  rec- 
ognized by  law. 

'  Se«  Appendix  LXIV. 
'See  Appendix  LXIII. 
*See  Appendix  LXII. 
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2.  The  valuation  of  the  subject  matter. — ^We  have  seen 
that  "valued"  policies,  in  which  the  total  value  of  the  subject- 
matter  is  agreed  upon  at  the  issuance  of  the  policy,  are  in- 
frequent in  fire  insurance.  In  marine  insurance  they  are  the 
common  thing,  due  to  the  character  of  the  business  and  to 
well-established  custom.  Policies  may  therefore  be  classified 
on  the  basis  of  valuation  as: 

a.  Valued  policies,*  where  the  value  of  the  subject-matter 
is  specified  in  the  policy.  The  values  of  vessel  and  machin- 
ery are  often  separately  stated  in  these  policies. 

b.  Open  or  unvalued  policies,  where  no  value  is  agreed 
upon  and  it  must  subsequently  be  ascertained  and  proved. 
The  expression  "open  policy"  has  also  been  applied  to  float- 
ing policies  and  to  a  cargo  form  discussed  later. 

3.  The  term  of  the  policy. — ^With  reference  to  the  dura- 
tion of  the  policy,  the  contracts  may  be  divided  into  two  major 
groups  as  follows: 

a.  Time  policies,^  which  cover  for  a  specific  period  of 
time,  regardless  of  the  number  of  voyages  made.  Special 
varieties  are:  port  policies  covering  a  vessel  for  a  definite 
period  while  in  port,  and  construction  policies  covering  ves- 
sels in  process  of  building. 

b.  Voyage  policies,  which  cover  only  a  specific  trip.  This 
type  of  policy  is  better  adapted  to  cargo  than  hull  insurance. 

4.  Description  of  the  vessel  or  cargo. — In  this  respect, 
policies  may  be  classified  as : 

a.  Floating  policies,  which  cover  cargo  shipped  on  any 
vessel  or  vessels  or  upon  any  vessel  of  a  particular  line  or 
group  of  lines. 

b.  Named  policies,  where  only  a  particular  vessel  or  cargo 
on  a  particular  vessel  is  covered. 

c.  Fleet  policies,  covering  a  group  of  vessels  designated 
by  name. 

d.  Open  cargo  forms,*  covering  all  declared  shipments 
made  within  named  geographical  limits. 

e.  Blanket  policies,  which  cover  shipments  within  certain 
time  and  geographical  limits,  up  to  a  stipulated  maximum 
amount,  on  which  the  premium  is  paid. 

f.  Special  types  of  policies  covering  tugs,  yachts,  fishing 

*See  Appendix  LXIII. 
*See  Appendix  LXIII. 
*  See  Appendix  LXII. 
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vessels,  canal  hulls,  lake  steamers,  barges,  river  cargoes,  live 
stock,  lumber,  etc. 

5.  Scope  of  coverage. — Policies  may  be  grouped  with 
respect  to  their  coverage  of: 

a.  The  customary  perils  described  later. 

b.  War  risks,  including  hazards  peculiar  to  a  state 
of  war. 

c.  Total  loss  only. 

d.  Special  risks.  It  should  be  noted  that  the  insured  and 
the  underwriter  may  by  special  agreement  fix  upon  one  or 
more  stipulated  perils  against  which  protection  is  afforded 
or  may  introduce  modifications  of  the  underwriter's  liability.^ 
Uses  of  these  policies :  1 .  Vessel,  cargo  and  freight  policies. — 
Vessel  and  cargo  policies  require  no  description.  The  latter 
are  primarily  important  from  a  premium  income  standpoint, 
an  investigation  of  72  American  companies  in  1920  showing 
that  43,  or  over  one-half  of  the  total,  derived  less  than  one- 
third  of  their  premium  income  from  hull  business.  Capital 
can  be  turned  over  much  more  rapidly  in  the  cargo  than  in 
the  hull  business  and  it  is  in  general  more  profitable. 

Policies  on  freight  and  other  interests  require  a  brief  ex- 
planation. A  vessel-owner  who  is  to  receive  his  recompense 
for  the  service  of  transportation  upon  the  delivery  of  the 
goods  risks  the  loss  of  his  freight  if  he  fails,  through  some 
marine  peril,  to  deliver  the  cargo.  If,  on  the  other  hand,  the 
shipper  pays  the  freight  in  advance,  without  right  of  recov- 
ery, the  value  of  the  freight  is  incorporated  in  the  goods  and 
their  loss  will  also  involve  the  loss  of  the  freight  paid.  Either 
the  owner  of  the  vessel  or  the  shipper,  as  circumstances  war- 
rant, may  therefore  desire  to  insure  the  freight.  A  vessel 
operator  may  charter  or  rent  a  vessel  for  a  voyage,  let  us  say, 
the  rental  to  be  paid  in  advance  and  without  right  of  recov- 
ery. This,  then,  is  another  form  of  freight  money  which,  by 
the  loss  of  the  vessel,  is  also  lost.  By  placing  a  sufficiently 
high  valuation  on  his  goods  a  cargo  owner  may  insure  the  ex- 
pected profit  on  the  goods  at  destination.  The  arbitrary  figure 
of  10  per  cent  is  often  used  in  estimating  this.  "Interest 
admitted"  or  **policy  proof  of  interest"  policies  may  be  used 
to  protect  a  contingent  benefit,  such  as  the  prospective  charter 
of  a  vessel  for  which  no  contract  has  as  yet  been  definitely 
made;    a  mere  expectation. 

*Sce  Appendices  LXV  to  C,  inclusive. 
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2.  Valued  and  open  policies. — ^Valued  policies  enable  the 
underwriter  and  the  insured  to  agree  in  advance  on  the  value 
of  the  subject-matter  and  consequently  to  avoid  the  controversy 
and  litigation  which  might  otherwise  arise  when  a  loss  occurs. 
The  uncertainty  of  expenses  and  profits  makes  it  difficult  for 
the  insured  to  know  the  real  value  of  his  goods  at  destina- 
tion and  it  seems  reasonable  and  safe  to  agree  upon  some 
value  which  is  not  excessive,  inasmuch  as  the  goods  are  out 
of  the  possession  of  the  insured  and  the  moral  hazard  con- 
sequently greatly  reduced.  The  actual  value  of  a  vessel  is 
constantly  changing  because  of  the  freight  market  and  trade 
conditions,  and  under  any  circumstances  is  difficult  to  compute. 
If,  however,  the  value  of  the  subject-matter  insured  cannot 
even  be  approximated,  the  insured  or  the  underwriter  may 
prefer  to  leave  the  settlement  of  this  important  question  until 
a  loss  occurs. 

3.  Time  and  voyage  policies.  Time  policies  give  protec- 
tion for  a  stipulated  period  and  therefore  avoid  the  annoyance 
of  constant  attention  to  the  termination  of  voyages  and  to 
the  renewal  of  policies.  On  hulls  they  are  therefore  the  com- 
mon type.  In  the  time  policy  the  insured  avoids  the  neces- 
sity of  continually  describing  separate  voyages,  many  of  which 
are  over  similar  routes.  Under  such  policies  the  warranty 
of  seaworthiness  cannot  be  so  strictly  construed  as  under  a 
voyage  policy.  Since  cargoes  are  subject  to  sea  risks  for  com- 
paratively short  periods,  however,  the  voyage  policy  is  fre- 
quently used.  To  tramp  steamers  and  sailing  vessels  the  voy- 
age policy  is  particularly  adapted,  inasmuch  as  diese  do  not 
move  over  fixed  routes,  and  their  travels  may  be  more  easily 
described  by  separate  voyage  policies. 

4.  Special  time  policies. — The  port  risks  policy  Is  a  spe- 
cific variety  of  time  policy.  A  considerable  period  often 
elapses  before  a  vessel  sails;  or,  due  to  the  freight  market, 
a  vessel  may  be  voluntarily  laid  up  in  port  for  a  short  space 
of  time,  her  operation  being  unprofitable.  To  pay  the  higher 
premium  required  for  coverage  of  navigation  risks  would  be 
a  useless  outlay  and  the  owner  consequently  acquires  a  policy 
protecting  the  vessel  "whilst  at  and  or  within  the  limits  of  the 

port  of ,"  with  leave  to  dock,  change  docks,  move  about 

in  tow  within  the  prescribed  limits  or  go  on  a  slipway,  gridiron 
or  pontoons  for  refitting,  etc.  When  the  policy  is  cancelled, 
a  portion  of  the  premium  is  returnable.    The  builder's  risk 


MARINE  INSURANCE  275 

poliqr  is  also  a  special  time  policy,  protecting  the  builder  and 
owner  as  their  interests  may, appear,  from  the  time  of  laying 
the  keel  until  the  delivery  of  the  completed  vessel.  Separate 
insurances  may  be  issued,  one  covering  the  period  prior  to  the 
launching  and  the  other  the  period  subsequent  to  launching 
but  prior  to  delivery.  On  large  modern  steamers  these  poli- 
cies are  of  considerable  size  and  the  premium  is  based  upon 
the  maximum  liability  of  the  insurer  in  case  of  the  total  loss 
of  the  vessel  before  delivery.  If  the  construction  requires 
more  than  the  time  anticipated,  the  policy  is  renewed;  if  the 
vessel  is  completed  ahead  of  time,  the  policy  may  be  cancelled 
with  the  return  of  a  portion  of  the  premium.  The  policy 
protects  against  all  the  risks  covered  by  the  ordinary  marine 
policy  and  in  addition  against  fire,  while  under  construction 
or  at  the  dock,  and  against  damage  from  collapse  of  supports, 
etc.,  and  the  risks  of  launching,  including  breakage  of  the 
ways.  After  launching,  the  hazards  of  trial  trips  and  col- 
lisions, negligence,  explosions,  breakage  and  latent  defects  are 
covered.  Such  policies  commonly  contain  a  "protection  and 
indemnity  clause,"  found  also  in  other  hull  policies,  designed 
to  cover  the  insured's  liability  for  damage  done  to  the  persons 
and  property  of  other s."  This  does  not  Include  the  liability 
of  the  insured  under  a  compensation  act,  hazards  incident  to 
a  state  of  war,  strikes,  lockouts,  labor  disturbances,  riots  and 
conunotions,  earthquakes  and  delay.  Partly  due  to  the  war, 
this  type  of  insurance  has  not  as  yet  reached  large  proportions 
among  American  companies,  but  is  rapidly  growing.  Of  53 
American  companies,  12  received  no  premiums  on  this  class 
of  business,  32  derived  from  J4  of  1  per  cent  to  5  per  cent 
of  their  total  premiums  therefrom,  and  9  obtained  over  5  per 
cent  of  their  premiums  from  this  source,  including  one  com- 
pany whose  income  of  this  character  aggregated  34  per  cent 
of  its  total  premiums. 

5.  Floating  and  named  policies. — Floating  policies,  apply- 
ing to  cargo  shipped  by  any  vessel  or  vessels,  are  applicable 
to  known  shipments  on  unknown  vessels.  Thus,  an  American 
importer  may  be  aware  that  goods  have  been  consigned  to  him 
from  a  particular  source,  but  he  may  be  unaware  of  the  name 
of  the  vessel  or  even  of  the  line  on  which  such  goods  are 
being  transported.     When  the  vessel  is  known,  the  fact  is 

*  See  Appendix  LXI V. 
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communicated  to  the  underwriter  and  the  policy  transformed 
into  a  named  policy. 

6.  Fleet  policies. — A  fleet  policy  is  a  convenience  to  a  line 
owning  a  number  of  vessels,  for  they  are  by  this  means  cov- 
ered in  a  single  policy.  In  addition,  the  Insured  may  receive 
a  more  favorable  rate  than  could  be  obtained  on  separate 
insurances,  inasmuch  as  it  is  uniform  for  the  entire  insurance 
and  based  upon  the  average  condition  and  character  of  the 
vessels.  Exceptionally  poor  risks  are  thereby  counterbal- 
anced by  better  vessels.  Indeed,  vessels  which  would  be  uninsur- 
able separately  might  be  covered  by  this  method,  as  the 
underwriter  must  take  or  reject  the  entire  lot. 

7.  Open  cargo  forms. — ^The  open  cargo  form  is  one  of 
the  most  common  types  of  policies.  It  is  estimated  that  90 
per  cent  of  the  cargo  coverage  is  of  this  kind.*  The  policy 
usually  runs  for  an  indefinite  period  of  time  and  all  shipments 
of  the  insured  during  this  period  are  protected,  provided  he 
declares  the  same  to  the  underwriter  and  pays  a  premium 
thereon.  There  is  therefore  a  constant  reporting  of  new  risks 
to  be  covered  and  of  terminations  of  risks  upon  cargoes  which 
have  arrived  safely,  a  rate  schedule  attached  to  the  policy 
serving  as  a  guide  to  the  rates  which  will  be  charged.  In  order 
to  restrict  the  extent  of  risk  assumed  by  the  company,  a  maxi- 
mum coverage  on  any  one  vessel  is  stipulated,  and  it  is  also 
provided  that  "the  sound  value  at  the  port  or  place  of  des- 
tination outward  is  to  be  deemed  not  to  exceed  the  purchasing 
price  at  the  shipping  port,  and  10  per  cent  added  thereto,  ex- 
clusive of  duty  and  freight."  The  open  cargo  form  therefore 
practically  provides  insurance  in  advance  upon  any  shipments 
in  which  the  exporter  or  importer  is  interested.  They  will  all 
be  covered,  whether  shipped  with  or  without  his  knowledge, 
provided  prompt  notification  is  given  to  the  insurance 
company. 

8.  Blanket  policies. — In  the  blanket  policy  the  maximum 
amount  of  protection  which  will  be  required  is  estimated  and 
this  protection  is  purchased  in  a  lump  sum,  the  premium  being 
based  on  this  amount.  The  nature  of  the  goods  and  the 
geographical  area  to  be  traversed  are  described,  and  all  goods 
so  designated  are  covered.  As  losses  are  paid  the  full  amount 
of  the  policy  must  be  reinstated  by  additional  premium  pay- 
ments entailing  additional  cost  to  the  insured,  whereas  the 

•See  Appendix  LXII. 
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underwriter  is  assured  of  the  full  amoiint  of  business  for  the 
period  named.  Should  the  actual  shipments  exceed  or  fall 
short  of  the  estimated  amount,  the  excess  or  deficit  is  covered 
by  an  adjustment  of  the  premium  made  at  an  agreed-upon 
rate. 

9.  Ordinary  and  special  hazards. — It  was  at  one  time  cus- 
tomary for  marine  policies  to  cover  not  only  ordinary  mari- 
time risks  but  also  special  hazards  incident  to  war  and  piracy. 
Later  such  special  hazards  were  excluded  from  the  ordinary 
policy  and  written  as  "war  risk"  insurance.^^  The  latter  gives 
protection  against  capture,  seizure,  detention,  damage  by 
capture  at  sea,  arrests,  restraints  and  condemnation,  with  an 
agreement  by  the  insured  that  he  will  not  abandon  in  case  of 
blockade  or  capture  until  after  condemnation. 

In  some  cases  the  underwriter  does  not  care  to  write  a  pol- 
icy covering  all  the  customary  maritime  losses,  the  majority 
of  which  are  partial,  and  issues  a  policy  protecting  against 
total  loss  only,  at  a  considerably  reduced  premium.  Some- 
times partial  insurance  against  all  losses  is  supplemented  by 
an  additional  policy  covering  total  loss  only,  thus  giving  the 
insured  protection  against  great  disasters  at  a  very  reasonable 
premium,  and  some  protection  against  partial  loss. 

Analysis  of  the  policy. — It  will  now  be  desirable  to  examine 
some  of  the  principal  clauses  of  the  policy  contract  pertaining 
to  the  description  of  the  subject-matter,  the  beginning  and 
termination  of  the  coverage,  the  perils  protected  against, 
double  insurance  and  subrogation,  leaving  the  subject  of  losses 
for  separate  consideration  later. 

1.  The  description. — ^We  have  already  discussed  the  de- 
scription of  the  insured's  interest  under  the  fire  policy  and 
many  of  the  remarks  there  made  are  equally  applicable  to 
marine  insurance.  Unless  both  parties  are  certain  of  the  trade 
usage  and  the  legal  decisions  pertaining  to  such  general  terms 
as  "cargo"  and  "goods,"  their  use  is  dangerous  because  of 
their  uncertain  scope.  Thus,  refrigerated  goods  and  live  stock 
are  well  recognized  as  not  comprehended  by  the  above  ex- 
pressions and  the  status  of  other  articles  is  extremely  doubt- 
ful. This  uncertainty  may  be  easily  avoided  by  a  definite 
description  of  the  goods.  The  description  or  name  of  the 
vessel  is  naturally  an  important  part  of  the  policy  because  of 
its  influence  upon  the  acceptance  of  the  risk  and  upon  the  rate 

*Sce  Appendix  LXV. 
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of  premium.  A  mistake  or  change  in  the  master  is  not  now 
considered  so  important. 

2.  Inception  and  termination  of  the  coverage. — In  the 
case  of  a  time  policy  on  hull  the  risk  clearly  begins  at  a  speci- 
fied date  and  ends  at  a  specified  date,  the  vessel  being  covered 
while  within  any  geographic  or  other  restrictions  contained  in 
the  policy.  Various  sailing  warranties  may  be  introduced  in 
the  policy  by  endorsement  as,  for  instance,  where  a  ship  is 
warranted  to  confine  its  operation  to  the  harbors  of  a  given 
port,  or  not  to  operate  in  specified  waters,  such  as  the  Arctic 
regions,  or  warranted  not  to  ply  the  Great  Lakes  between  De- 
cember 2d  and  April  ISth.*^  If  the  vessel  is  at  sea  on  the 
date  when  the  contract  terminates  an  automatic  extension  of 
the  insurance  which  protects  the  insured  until  the  vessel 
reaches  the  port  of  destination  is  provided,  at  a  pro  rata 
monthly  premium.  In  the  case  of  a  fleet  policy  the  location 
of  particular  vessels  does  not  matter,  for  it  is  to  be  expected 
that  some  will  be  at  sea  on  the  date  of  expiration."  Time 
policies  are  in  general  inapplicable  to  cargo  risks,  but  a  floating 
policy  provides  that  goods  shipped  on  and  after  a  certain 
date  are  covered  from  the  time  they  are  loaded  on  board  the 
vessel.  The  loading  is,  therefore,  the  important  factor  in  the 
beginning  of  the  risk. 

In  a  voyage  policy  on  hull  the  risk  begins  when  the  vessel 
breaks  ground  for  the  given  voyage,  if  the  insurance  is  "from" 
a  port.  If  insured  "at  and  from"  a  port,  she  is  covered  while 
at  the  port  and  making  preparations  for  sailing.  In  both 
cases  the  risk  terminates  when  the  vessel  has  reached  the  port 
of  destination  and  has  been  moored  twenty-four  hours  in 
safety,  both  physical  and  political.  A  voyage  policy  on  cargo  ap- 
plies from  the  time  the  goods  are  loaded  on  board  the  vessel 
until  they  are  safely  landed  at  destination.  The  principal 
question  which  arises  here  is  as  to  whether  the  goods  are 
covered  when  lighterage  is  necessary  to  ship  or  land  the  goods. 
The  earlier  view  was  that  the  risk  of  lighterage  was  not  cov- 
ered, but  at  present  there  seems  to  be  a  tendency  to  hold  that 
if  the  use  of  lighters  is  necessary  or  customary,  the  risk  is 
covered  by  the  policy.  In  England,  the  Marine  Insurance 
Act  specifically  excludes  the  lighterage  risk.  In  order  to  ren- 
der this  point  certain  a  clause  assuming  responsibility  for  the 

"  See  Appendix  XCVI. 
"See  Appendix  LXm. 
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lighterage  risk  or  one  disclaiming  such  liability  is  often  en- 
dorsed on  the  policy. 

While  the  marine  policy  was  originally  intended  to  cover 
sea-perils,  the  scope  of  the  protection  has  been  vastly  extended 
in  modem  times  by  policy  endorsements.  An  excellent  illus- 
tration of  this  is  the  "warehouse  to  warehouse'*  clause,^'  under 
which  the  insurer  assumes  responsibility  for  losses  from  the 
time  the  goods  leave  the  factory,  store,  or  warehouse  at  the 
initial  point  of  shipment  until  the  same  are  delivered  at  store 
or  warehouse  at  destination. 

3.  The  perils  covered  by  the  policy. — ^The  marine  policy 
is  intended  to  indemnify  for  losses  resulting  from  unforeseen 
and  accidental  causes  only.  Thus,  a  collision  with  another  ves- 
sel, a  storm  at  sea,  the  striking  upon  a  rock,  stranding,  damage 
of  cargo  by  sea-water,  are  all  unanticipated  results  of  a  ven- 
ture. The  policy  does  not  cover  losses  which  are  natural  and 
customary,  such  as  the  ordinary  wear  and  tear  of  materials, 
natural  decay  through  passage  of  time,  damage  from  the  in- 
herent vice  of  the  article  or  the  ordinary  leakage  of  liquid 
cargoes.  The  perils  which  the  underwriter  assumes"  may 
be  conveniently  grouped  as  follows: 

a.  Perils  of  the  sea. — ^This  group  does  not  include  all 
perils  which  may  occur  on  the  sea  but  only  such  as  are  "of"  the 
sea.  Thus,  seizure  is  a  peril  encountered  on  the  sea  but  is  not 
a  peril  of  the  sea.  This  group  includes  such  perils  as  the  dan- 
ger of  being  driven  ashore  by  heavy  seas,  of  sinking  as  a  result 
of  striking  upon  a  rock  or  sunken  vessel,  damage  by  light- 
ning, stranding,  collision  with  another  vessel,  springing  a  leak 
in  bad  weather  and  damage  to  cargo  by  salt-water.  Miss- 
ing vessels  are  presumed  to  have  been  destroyed  by  perils  of 
the  sea,  but  this  is  subject  to  rebuttal  in  time  of  war. 

b.  Fire. — Included  in  the  peril  of  fire  is  also  the  danger 
of  loss  to  vessel  or  cargo  resulting  from  efforts  to  extinguish 
fire.  Thus,  goods  may  be  damaged  by  water  or  by  steam  used 
for  this  purpose.  It  includes  also  consequential  loss  from 
this  cause,  such  as  damage  caused  by  smoke  or  odor.  Under- 
writers are  not  liable  for  damage  to  goods  whose  own  con- 
dition or  inherent  vice  caused  the  fire. 

c.  Perils  dependent  upon  the  acts  of  those  on  board  the 
vessel. — Suppose,  for  exan^e,  that  the  dangerous  position 

"See  Appendix  LXXV. 

^See  the  policies  in  Appendices  LXII  and  LXIII. 


280    INSURANCE  PRINCIPLES  AND  PRACTICES 

of  the  vessel  requires  the  master  to  sacrifice  a  portion  of  the 
cargo  for  the  general  safety.  This  is  an  act  which  is  for  the 
benefit  of  the  owners  of  the  vessel  and  of  the  cargo  and,  in 
general,  of  the  insurers.  The  underwriter  is  consequently  lia- 
ble for  losses  so  resulting.  A  long  line  of  legal  decisions 
has  accurately  defined  acts  of  this  character,  as  shown  later. 
Another  situation  is  found  where  the  master  of  the  ves- 
sel, instead  of  acting  for  the  benefit  of  others,  is  acting 
in  his  own  interest  and  against  the  interests  of  the  owners 
of  the  vessel  and  of  the  cargo  as,  for  example,  where  he 
deviates  from  the  course  for  his  own  personal  interests  or 
sinks  a  vessel  for  revenge.  This  is  a  peril  which  is  logically 
a  subject  for  some  form  of  insurance  other  than  marine,  being 
similar  to  the  hazards  encountered  in  corporate  bonding,  but 
it  is  ordinarily  covered  by  the  marine  policy. 

d.  Perils  arising  from  the  actions  of  persons  not  on  board. 
This  group  of  perils  was  originally  covered  by  every  marine 
policy,  was  afterward  excluded  from  coverage  by  endorse- 
ment, and  is  now  covered  by  a  second  endorsement  when  de- 
sired, for  an  extra  premium.  In  the  main,  it  comprises  perils 
peculiar  to  a  state  of  war  or  piracy,  including  theft  other  than 
pilferage,  capture  by  pirates  or  rovers,  men  of  war  or  priva- 
teers, reprisals,  restraints  and  detainments. 

e.  *'All  other  perilsJ' — This  phrase  is  not  so  inclusive  as 
it  sounds,  because  the  courts,  following  the  rule  of  ejusdem 
generis,  have  held  that  it  covers  only  perils  similar  in  char- 
acter to  those  previously  enumerated.  Thus,  the  firing  upon 
a  vessel  by  a  war  vessel  of  the  same  nationality  in  mistake, 
the  throwing  overboard  of  money  to  prevent  capture,  the  dam- 
age to  goods  by  water  entering  a  discharge  pipe  which  was 
forced  below  the  surface  by  the  weight  of  the  cargo  loaded, 
have  all  been  held  cases  sufficiently  similar  to  those  enumerated 
to  justify  recovery.  Certain  types  of  explosions  have  been 
considered  as  outside  this  class,  as  is  true  also  of  bursting 
boilers  and  latent  machinery  defects. 

It  is  not  sufficient  that  one  of  the  above  perils  shall  have 
been  instrumental  in  causing  the  loss  to  impose  liability 
on  the  underwriter;  the  peril  must  have  been  the  proximate 
cause  of  the  loss.  The  proximate  cause  is  usually  the  imme- 
diate as  distinguished  from  the  remote  cause,  provided  such 
immediate  cause  is  a  predominating  and  not  a  minor  one. 
Underwriters  have  frequently  been  held  liable  where,   after 
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a  captain  or  mate  had  been  negligent,  the  subject-matter 
was  damaged  by  accident  or  fire,  even  though  the  negligence 
contributed  to  the  disaster.  On  the  other  hand,  where  the  pre- 
dominating cause  has  been  gross  negligence  and  subsequent 
contributory  causes  were  insignificant  in  character,  the  under- 
writers have  not  been  held  responsible. 

4.  Double  insurance  and  subrogation. — ^Where  the  same 
vessel  or  goods  are  insured  by  more  than  one  underwriter,  the 
liability  of  such  underwriters  is  determined  by  the  priority 
of  the  contracts.  The  prior  policy  is  liable  for  any  loss  until 
it  is  exhausted  and  the  subsequent  policy  is  liable  for  the  bal- 
ance. The  premium  is  returned  on  that  portion  of  the  subse- 
quent insurance  which  is  over-insurance." 

Upon  the  payment  of  a  loss  to  an  insured,  as  has  been 
previously  explained,  the  underwriter  acquires  all  the  rights 
of  the  insured  pertaining  to  said  loss.  Furthermore,  the  in- 
surance company  would  naturally  be  subrogated  to  any  claim 
for  negligence  which  the  insured  might  have  against  a  carrier. 
Carriers  have  attempted  to  counteract  their  liability  by  pro- 
viding that  any  insurance  recovered  should  inure  to  their  bene- 
fit, this  being  followed  by  the  introduction  of  a  clause  in  the 
policy"  to  the  effect  that  the  policy  would  be  void  if  any  agree- 
ment that  the  carrier  should  receive  the  benefit  of  the  insur- 
ance existed  in  the  bill  of  lading  or  otherwise.  Other  clauses 
prevent  the  insured  from  prejudicing  in  any  way  the  insurer's 
recovery  by  releasing  or  impairing  rights  against  third  parties, 
or  assigning  any  interest  or  right. 

Various  Types  of  Losses. — 1.  The  incidence  of  the  loss. — 
For  a  better  understanding  of  the  sections  which  follow,  it 
is  necessary  to  insert  here  a  classification  of  maritime  losses 
which  has  no  direct  connection  with  insurance.  It  is  based 
upon  the  manner  in  which  the  loss  is  borne  by  the  various  in- 
terests concerned.  General  average  losses  are  those  which 
arc  borne  by  all  parties  concerned  in  the  venture,  vessel,  cargo 
and  freight."  Thus,  if,  in  time  of  peril,  the  master  is  com- 
pelled to  damage  his  vessel  for  the  general  benefit,  it  is  only 
just  that  all  concerned  should  contribute  to  reimburse  him  for 
his  voluntary  sacrifice.  But  in  order  to  maintain  the  justice 
of  such  contributions  the  courts  have  said  that  the  loss  must 

*  See  policy  to  Appendix  LXII. 

*See  Appendix  LXII. 

"The  compensation  for  carrsring  goods. 
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be  the  result  of  a  voluntary  sacrifice,  incurred  in  time  of  peril, 
for  the  benefit  of  all  parties  concerned,  reasonable  in  char- 
acter and  by  order  of  the  master  or  person  in  command.  The 
jettison  of  cargo,  described  in  the  section  on  perils,  will  be 
recognized  as  meeting  the  conditions  prescribed;  also,  beach- 
ing a  vessel,  water  damage  in  extinguishing  a  fire,  damage 
to  machinery  through  extraordinary  efforts  to  float  a  stranded 
vessel,  unusual  expenses  incurred  at  a  port  of  refuge,  and 
many  other  types  of  losses  may  fulfil  the  conditions. 

The  method  of  adjusting  a  general  average  loss  is  as. fol- 
lows. The  ship-owner  or  his  representative  arranges  for  the 
adjustment  of  the  loss  and  usually  employs  an  experienced 
average  adjuster  for  the  purpose.  The  master  of  the  vessel  is 
required  to  keep  the  interests  together  until  adequate  secur- 
ity for  any  liability  may  be  obtained.  A  general  average 
bond  and  a  marine  insurance  policy  are  usually  sufficient,  but 
in  tlie  absence  of  the  latter  a  cash  deposit  may  be  required. 
After  a  survey  of  the  damaged  goods  and  a  determination 
of  the  amount  of  loss  have  been  made,  the  various  interests 
are  appraised  to  find  a  basis  for  the  respective  contributions. 
Let  us  take  a  simple  illustration  to  see  the  significance  of  this 
basis.  A  vessel  is  valued,  we  will  suppose,  at  $300,000,  the 
cargo  at  $400,000  and  the  freight  money  at  $40,000,  and  in 
the  course  of  the  voyage  $7,400  of  cargo  is  sacrificed  for  the 
general  benefit  under  conditions  which  make  it  a  general  aver- 
age loss.  All  the  cargo,  we  will  assume,  is  owned  by  one 
shipper.    The  total  value  of  the  venture  is  found  to  be : 

Vessel    $300,000 

Cargo    400,000 

Freight    40,000 

Total   $740,000 

Each  interest  contributes  to  the  general  average  loss  in  the 
proportion  that  the  value  of  its  interest  bears  to  the  value  of 
all  interests,  giving  the  following  result : 

Vessel    30/74ths  of  $7,400,  or  $3,000, 

Cargo    40/74ths  of    7.400,  or    4,000 

Freight 4/74ths  of    7,400,  or       400 

All  interests $7,400 

It  will  be  noticed  that  the  cargo-owner  must  contribute  $4,000 
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as  his  share  of  the  general  average  loss;  therefore^  he  re- 
ceives a  net  reimbursement  of  only  $4,400,  but  he  is  as  much 
a  partner  in  any  general  average  loss  that  may  occur  as  any 
one  else  and  must  bear  his  share.  If  the  persons  concerned 
are  insured  they  can  recover  for  l;heir  contributions  from  the 
insurance  company,  proiaded  the  loss  is  due  to  a  misfortune 
insured  against;  if  they  carry  full  insurance,  they  can  each 
be  reimbursed  in  full.  If  only  partially  insured,  the  English 
bw  permits  them  to  recover  only  in  the  proportion  that  the 
insurance  taken  bears  to  the  value  of  the  interest.  Thus,  if 
the  vessel-owner  had  insured  his  vessel  for  only  one-half  its 
value  in  the  above  case,  he  gould  have  recovered  only  one- 
half  of  his  contribution  of  $3,000,  or  $1,500.  The  Amer- 
ican courts,  however,  have  not  followed  this  principle  in  some 
cases. 

The  second  type  of  loss  is  called  particular  average.  The 
burden  of  such  a  loss  rests  upon  the  particular  interests  which 
suffer.  Such  losses  are  different  in  character  from  general 
average  losses,  for  they  are  not  voluntary,  nor  incurred  for 
the  common  benefit,  but  are  the  result  of  accident  or  negli- 
gence. As  illustrations,  damage  to  the  vessel  by  fire,  damage 
to  the  vessel  by  heavy  seas,  stranding  or  collision,  loss  of  part 
of  the  cargo  in  unloading,  impairment  of  the  quality  of 
cargo  by  sea-water,  injury  to  cargo  by  fire,  loss  of  freight 
through  failure  to  deliver  cargo,  etc.,  may  be  cited.  The  set- 
tlement of  particular  average  losses  is  described  later  in  the 
sections  on  total  and  partial  loss. 

2.  Classification  of  losses  by  extent  and  character. — 
Viewed  from  the  standpoint  of  insurance,  losses  may  be  di- 
vided into  total  and  partial,  each  of  which  may  be  subdivided 
according  to  the  character  of  the  loss.  By  a  total  loss  we  mean 
complete  loss  or  destruction  of  the  subject-matter  of  the  policy. 
Thus,  a  shipper,  Jones,  may  have  on  board  a  vessel  a  cargo 
of  cotton  goods  valued  at  $20,000,  which  he  has  insured  in 
Company  X.  On  the  same  vessel,  Smith  may  have  shipped 
crockery.  Brown,  hardware,  and  Black,  furniture.  If  the 
cotton  goods  have  their  value  completely  destroyed  by  a  dis- 
aster insured  against,  Jones  and  Company  X  regard  this  as  a 
total  loss,  even  though  the  crockery,  hardware  and  furniture  are 
uninjured.  Likewise,  the  vessel  might  be  a  total  loss  even 
though  practically  all  the  cargo  were  saved.  A  partial  loss 
is  any  loss  other  than  total. 
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a.  Total  loss. — ^Total  loss  may  be  divided  into  two 
groups,  actual  total  loss  and  constructive  total  loss.  Actual 
total  loss  is  incurred  when  the  insured  loses  the  possession  of 
his  property,  as  where  it  is  captured  and  condemned  by  an 
enemy;  where  the  property  ceases  to  exist,  as  in  the  case  of 
a  vessel  which  founders  or  a  cargo  which  burns;  or  where  the 
property  ceases  to  exist  as  a  thing  of  its  kind,  as  where  food- 
stuffs arrive  in  a  putrid  state  or  hides  are  found  to  be  par- 
tially fermented.  A  constructive  total  loss  is  said  to  exist 
when  the  property  is  damaged  to  such  an  extent  that  the  cost 
of  repairs  will  equal  or  exceed  the  value  of  the  property  when 
repaired.  This,  however,  is  the  English  view.  American 
courts  have  defined  it  as  being  a  case  where  the  cost  of  re- 
pairs is  greater  than  50  per  cent  of  the  value  when  repaired, 
a  definition  much  more  favorable  to  the  insured. 

In  theory  and  in  law,  actual  and  constructive  total  losses 
must  be  sharply  distinguished.  In  cases  of  constructive  total 
loss  the  insured  must  give  the  underwriter  notice  of  abandon- 
ment in  order  to  claim  a  total  loss.  Abandonment  means  that 
the  insured  offers  the  insurance  company  what  remains  of  his 
rights  in  and  respecting  the  damaged  property  in  return  for 
the  payment  of  a  total  loss.  Notice  of  abandonment  is  the 
notice  to  the  underwriter  of  the  offer.  No  such  principle  ex- 
ists in  other  forms  of  insurance,  where  the  company  always 
has  the  privilege  of  paying  the  amount  of  the  damage  or  of 
repairing  the  property.  The  notice  of  abandonment  must  be 
definitely  expressed  without  reservations  but  the  underwriter 
has  the  privilege  of  accepting  the  abandonment,  which  puts 
the  insured  in  the  same  position  as  if  he  had  suffered  an  actual 
total  loss,  or  the  underwriter  may  reject  the  abandonment. 
In  the  latter  case  the  insured  may  either  sue  the  underwriter 
for  a  total  loss  settlement  and  leave  the  justification  of  the 
abandonment  to  be  determined  by  the  courts,  or  he  may  agree 
to  settle  as  for  a  partial  loss.  If  the  underwriter  accepts  the 
abandonment  he  pays  the  full  insured  value — either  the  in- 
surable value  in  the  case  of  an  open  policy  or  the  policy  valua- 
tion in  a  valued  policy — and  is  subrogated  to  all  the  rights 
of  the  insured. 

It  is  desirable  to  refer  briefly  at  this  point  to  the  applica- 
tions of  coinsurance  in  marine  insurance.  In  fire  insurance 
a  coinsurance  clause  requiring  insurance  to  the  extent  of  80 
per  cent  of  the  value  is  quite  common,  and  under  such  a  clause 
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the  insured  becomes  his  own  insurer  to  the  extent  that  he 
insures  for  less  than  the  required  amount.  The  higher  the 
requirement  the  lower  the  rate,  however,  for  reasons  which 
have  been  previously  enumerated.  In  marine  insurance,  on  the 
other  hand,  insurance  to  the  extent  of  100  per  cent  of  the 
value  is  required,  and  if  less  is  taken  the  company  will  pay 
a  loss  only  in  the  proportion  that  the  insurance  taken  bears 
to  the  amount  required.  Thus  90  per  cent  insurance  means 
that  the  insured  can  recover  no  more  than  90  per  cent  of  any 
loss.  The  insertion  of  such  a  requirement  in  the  marine  policy 
is  unnecessary  either  in  the  United  States  or  England,  for 
the  principle  is  well  established  in  law.  It  will  be  understood 
in  the  discussion  hereafter,  therefore,  that  the  insured  has 
insured  his  property  for  the  full  value  and  that  if  he  has  not, 
he  can  recover  only  on  the  above-mentioned  basis.  S 

b.  Partial  losses. — ^The  great  majority  of  losses  do  not 
fall  in  the  preceding  category;  they  are  only  partial  in  ex- 
tent. A  partial  loss  may  be  either  a  general  average  loss  or 
a  particular  average  loss ;  but  that  need  not  concern  us  here, 
being  more  important  in  maritime  law  than  in  marine  insur- 
ance. We  have  thus  far  been  referring  to  the  results  of  dis- 
asters Exclusively  as  "losses,"  but  ?t  is  now  advisable  to 
distinguish  two  groups  of  results  as  (1)  losses  and  (2)  ex- 
penditures, for  there  are  certain  expenditures  which  the  in- 
sured is  able  to  recover  from  the  underwriter.  Such  partial 
loss  or  expenditures  may  be  incurred  with  respect  to  cargo, 
vessel  or  freight,  and  the  different  principles  of  settlement 
in  these  cases  make  separate  discussions  necessary. 

c.  Partial  loss  of  cargo. — ^This  may  be  manifested  as  a 
deterioration  in  quality  or  as  a  loss  of  part  of  the  cargo. 
The  two  bases  of  the  underwriter's  liability  for  such  losses 
are  (1)  the  percentage  of  damage  suffered  and  (2)  the  sum 
insured.  To  illustrate  the  significance  of  these  bases,  let  us 
assume  that  a  quantity  of  cotton  is  shipped  and  insured  under 
a  valued  policy  for  $10,000,  its  full  value.  The  cotton  is  dam- 
aged 20  per  cent  during  the  voyage;  in  addition,  the  market 
value  of  cotton  has  declined.  If  the  cotton  had  arrived  un- 
injured, it  would  have  sold  for  only  $8,000,  due  to  the  decline 
in  market  values;  in  its  damaged  condition  it  sells  for  only 
$6,400.  It  is  by  this  comparison  of  sound  and  damaged  values 
at  destination,  in  fact,  that  the  extent  of  damage  is  ascer- 
tained.    It  might  seem  that  the  extent  of  the  partial  loss  could 
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be  arrived  at  in  this  way:  $10,000  was  the  value  insured 
and  the  cargo  is  now  worth  only  $6,400;  therefore  the  in- 
surance company  is  liable  for  $3,600,  the  difference.  But  this 
is  making  the  insurance  company  responsible  for  the  decline 
in  market  value,  which  is  not  a  risk  insured  against.  The 
correct  method  of  settlement  is  as  follows :  The  sound  value 
at  destination  was  $8,000  and  the  damaged  value  at  destina- 
tion $6,400 ;  therefore  the  extent  of  the  loss  ocurring  on  the 
seas  was  $1,600,  or  a  20  per  cent  damage.  Applying  this 
percentage  to  the  amount  insured,  or  $10,000,  we  get  $2,000 
as  the  company's  liability.  A  series  of  examples  would  serve 
to  show  that  the  method  explained  is  the  only  one  which 
eliminates  the  effects  of  fluctuations  in  market  values.  Further- 
more, it  has  been  supported  by  court  decisions.  In  compar- 
ing the  sound  and  damaged  values  at  destination  the  gross 
values  are  to  be  taken,  including  freight,  as  otherwise  the 
constant  value  of  the  freight  would  affect  the  amount  recov- 
ered by  the  insured. 

Where  the  loss  is  a  total  loss  of  part  of  the  cargo,  instead 
of  a  general  deterioration  in  condition,  the  damage  is  usually 
more  easily  ascertained.  For  example,  if  1,000  bales  of  cotton 
are  insured  for  $50,000,  and  100  are  totally  destroyed  or 
must  be  sold  short  of  destination,  the  loss  is  obviously  10  per 
cent  of  the  amount  insured. 

It  IS  essential  at  this  point  to  consider  the  limitations  placed 
upon  the  payment  of  partial  losses  by  the  insurance  com- 
pany. One  of  the  most  common  is  the  memorandum  clause^* 
which  provides  that  certain  articles  are  insured  against  general 
average  losses  and  total  losses  only.  Certain  other  articles 
are  covered  only  for  partial  losses  equal  to  20  per  cent  of  the 
value  of  the  articles  or  more.  On  still  other  articles,  the 
underwriter  is  liable  only  for  losses  amounting  to  7  and  10 
per  cent,  respectively.  The  greater  the  susceptibility  to  dam- 
age, in  general,  the  higher  the  percentage  named.  The  clause 
also  provides  that  profits  are  to  be  subject  to  the  same  per- 
centum  of  partial  loss  as  goods.  Furthermore,  the  under- 
writer relieves  himself  of  liability  for  goods  shipped  "on 
deck,"  and  for  loss  to  certain  kinds  of  goods  carried  under  deck, 
except  by  actual  contact  of  sea  water.  Ordinary  leakage 
of  liquid  cargoes  is  also  exempted.  It  should  be  explained 
that  the  clause  does  not  mean  that  the  insured  bears,  say,  10 

^See  Appendix  LXII. 
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per  cent  of  every  loss  himself.  For  losses  which  do  not  reach 
10  per  cent  of  the  value,  it  is  true,  the  underwriter  pays  noth-) 
ing;  but  on  losses  which  reach  or  exceed  the  percentage  named/ 
the  underwriter  pays  the  full  loss.  The  percentage  is  there- 
fore simply  an  arbitrary  limit  marking  off  the  minor  from  the 
important  losses.  The  clause  has  two  purposes  or  results. 
First,  it  enables  a  much  lower  premium  to  be  quoted,  because 
the  multitude  of  small  losses  which  aggregate  a  considerable 
sum  are  eliminated  from  consideration  on  the  theory  that 
they  can  be  covered  by  an  addition  to  the  selling  price  of  the 
goods,  while  premiums  are  lower  than  they  would  otherwise 
be.  Second,  it  saves  th«  calculation  of  a  large  number  of 
rates  on  separate  articles,  ina^smuch  as  articles  can  be  put  on 
a  common  basis  by  variations  in  the  memorandum  percentages. 

A  policy  may  contain  a  "free  of  particular  average" 
clause,"  which  specifies  that  the  insurer  is  not  liable  for  any 
particular  average  losses,  the  insurance  except  under  certain 
conditions  being  against  total  and  general  average  losses  only. 
Two  types  of  clauses  are  in  use,  being  distinguished  as 
"F.  P.  A.  A.  C."  (American  conditions)  and  "F.  P.  A.  E.  C." 
(English  conditions).  The  latter  reads  **free  of  particular 
average  unless  the  vessel  or  craft  be  stranded,  sunk,  burned 
or  in  a  collision."  The  courts  have  held  that  the  conditions 
of  the  clause  are  satisfied  if  a  stranding,  sinking,  burning  or 
collision  takes  place  at  any  time  during  the  voyage,  whether 
it  be  the  cause  of  the  loss  in  question  or  not.  The  American 
clause  reads  "free  of  particular  average  unless  caused  by 
stranding,  sinking,  burning  or  collision  with  another  vessel," 
which  wording  requires  that  the  stranding,  etc.,  be  the  cause 
of  the  loss  in  question. 

Various  modifications  of  the  memorandum  and  average 
clauses  may  be  introduced  in  order  to  fit  the  conditions  of  the 
particular  case. 

d.  Partial  loss  of  vessel. — ^A  vessel  is  not  ordinarily 
bought  to  be  sold  again  and  the  method  of  ascertaining  cargo 
losses  would  be  generally  inapplicable  for  losses  on  hull. 
This  is  the  more  evident  when  we  consider  the  size  of  the 
article,  the  fluctuations  in  its  value  and  the  difficulty  of  deter- 
mining a  fair  market  price.  The  ordinary  procedure,  there- 
fore, is  for  the  owners  to  have  the  necessary  repairs  made 

"*  See  Appendix  XCV. 
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and  the  underwriters  pay  the  cost  thereof,  less  any  improve- 
ment to  the  owner's  property  resulting  therefrom. 

It  is  difficult  to  estimate  the  advantage  to  the  vessel-owner 
of  obtaining  new  parts  in  place  of  old  and  in  the  days  of 
wooden  vessels  this  was  arbitrarily  taken  as  one-third  of  the 
repairs.  This  was  unjust  to  new  vessels,  however,  and  the 
injustice  became  increasingly  manifest  when  metal  vessels  sup- 
planted wooden.  Modifications  of  this  principle  have 
therefore  been  introduced,  ranging  all  the  way  from  the 
elimination  of  the  one-third  deduction  down  to  a  sliding  scale  of 
deductions  varying  with  the  character  of  the  repairs  and  the  age 
of  the  vessel. 

The  settlement  of  partial  losses  is  affected  also  by  the  use 
of  average  clauses  on  hull  policies  and  clauses  providing  for 
separate  valuations  of  hull,  fittings  and  machinery.  Average 
is  frequently  made  payable  on  each  valuation,  separately  or  on 
the  whole,  whether  the  average  be  particular  or  general.  If 
the  percentage  named  be  3  per  cent,  therefore,  any  damage 
to  a  vessel  will  be  compensated  for  which  amounts  to  3 
per  cent  of  an  individual  valuation  or  any  damage  to  3  per 
cent  of  the  total  valuation.  Policies  are  also  issued  which 
protect  against  total  loss  only.  A  deductible  average  clause 
makes  the  owner  a  self-insurer  for  a  definite  sum  on  every  loss. 
On  all  steam  vessels  a  clause  is  commonly  used,  providing 
that  the  underwriter  assumes  liability  for  damage  to  the  hull 
or  machinery  resulting  from  the  negligence  of  the  master  or 
crew,  explosions,  breakage  of  shafts  or  latent  defect  of  ma- 
chinery.^^ Many  injuries  to  machinery  were  not,  according 
to  the  courts,  included  in  the  ordinary  perils  covered  by  the 
policy,  and  this  clause  gives  the  insured  the  benefit  of  such 
coverage. 

Instead  of  the  owner  repairing  the  vessel,  however,  he  may 
keep  the  vessel  without  repairs  or  he  may  sell  it  before  re- 
pairs are  made.  In  the  former  case,  the  amount  of  damage 
must  be  ascertained  by  a  survey  or  estimate.  If  the  vessel  is 
sold  unrepaired  the  purchase  price  is  supposed  to  measure 
the  extent  of  the  damage  and  the  insured  is  entitled  to  the 
insured  value  minus  the  amount  received  from  the  sale.  This 
latter  principle  does  not  meet  with  universal  approval,  since 
elements  are  introduced  which  are  foreign  to  the  insurance 
contract. 

*  Sec  Appendix  LXXXIX. 
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e.  Partial  loss  of  freight. — Freight,  profits,  commissions, 
etc.,  are  all  incorporated  in  the  vessel  or  cargo  and  it  is  diffi- 
cult to  conceive  of  their  loss  except  by  damage  to,  or  destruc- 
tion of,  the  tangible  property  in  which  they  are  merged.  In 
case  of  partial  loss,  the  measure  of  indemnity  is  that  propor- 
tion of  the  policy  valuation  or  insurable  value  which  the  freight 
lost  by  the  insured  is  to  the  whole  freight  at  the  insured's 
risk.  In  the  very  rare  cases  of  unvalued  policies  on  freight 
the  custom  has  been  to  adjust  losses  on  the  basis  of  the  gross,  >C^ 
and  not  the  net,  freight.  The  latter  is  difficult  to  arrive  at 
because  it  is  decreasing  as  the  voyage  proceeds  as  a  result  of 
the  increasing  expenditures  incurred. 

f.  Expenditures. — ^Not  only  are  actual  losses  covered  by 
the  policy,  but  also  certain  expenditures.  We  have  previously 
referred  to  certain  general  average  losses  resulting  from  vol- 
untary sacrifices.  Such  sacrifices  may  result  not  only  in  imme- 
diate loss  but  in  the  necessary  expenditure  of  funds  to  put 
the  owner  in  the  position  which  he  previously  enjoyed,  or  in 
expenditures  necessary  to  attain  the  desired  results.  For  ex- 
ample, in  attempting  to  float  a  vessel  it  may  be  necessary  to 
discharge  cargo,  fuel  and  stores,  to  store  the  same  and  later 
to  reload.  In  case  of  damage  to  the  vessel  it  may  be  neces- 
sary for  the  master  to  put  in  at  a  "port  of  refuge"  and  in  ad- 
dition to  the  cost  of  repairs,  to  spend  money  for  the  wages 
and  maintenance  of  the  crew,  port  charges,  pilotage,  discharg- 
ing and  reloading  of  cargo,  and  for  the  expenses  of  leaving 
the  port.  Such  incidental  and  "port  of  refuge"  expenses  are 
called  "general  average  expenditures"  and  form  part  of  the 
general  average  "loss."  They  must,  of  course,  be  expendi- 
tures directed  toward  the  same  end  as  the  voluntary  sacri- 
fice and  not  unnecessary  expenditures  for  the  benefit  of  some 
particular  interest. 

The  policy  also  contains  a  so-called  "sue  and  labor  clause."" 
According  to  this  it  is  necessary  for  the  Insured  and  his  rep- 
resentatives to  "sue,  labor  and  travel  for,  in  and  about  the 
defence,  safeguard  and  recovery  of  the  said  goods  and  mer- 
chandises," in  order  to  limit  or  reduce  the  loss  incurred.  In-  . 
asmuch  as  the  insured's  efforts  are  for  the  benefit  of  the  under- 
writer the  latter  agrees  that  anything  the  insured  may  do 
in  this  connection  shall  not  in  any  way  prejudice  his  rights 
respecting  the  insurance,  and  that  the  underwriter  will  reim- 

"See  Appendix  LXIII. 
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burse  the  insured  for  any  expenditures  incurred  in  this  effort, 
in  proportion  as  he  is  insured.  Such  expenditures  are  termed 
''sue  and  labor  charges'*  and  it  is  important  to  note  that  ( 1 ) 
unlike  general  average  expenditures,  they  must  be  for  the  benefit 
of  the  particular  property  covered  by  the  policy,  and  (2)  that 
they  must  be  expended  to  avert  some  peril  which  is  covered 
by  the  policy. 

It  is  a  maritime  custom  that  any  person  who  rescues  prop- 
erty on  the  sea  from  damage  or  destruction  is  entided  to  a 
reward  from  its  owner.  If  the  salvor  and  the  owner  are  un- 
able to  agree  upon  a  suitable  reward  the  amount  thereof  is 
fixed  by  an  admiralty  court.  The  salvage  of  a  vessel  or  cargo 
is  necessarily  an  act  which  benefits  the  underwriter  and  the 
reward  or  "salvage"  paid  is  an  expenditure  for  his  benefit. 
As  sue  and  labor  charges  are  expenditures  by  the  owner  to 
save  property  for  the  underwriter,  so  salvage  is  payment  by 
the  owner  to  another  for  saving  property  for  the  underwriter ; 
and  for  salvage  expenditures,  like  sue  and  labor  charges,  the 
underwriter  is  responsible. 

We  referred  above  to  the  loss  resulting  from  a  collision 
of  vessels.  A  legal  liability  may  also  arise  from  this  event. 
Let  us  suppose  that  vessel  "A,"  valued  at  $100,000,  collides 
with  vessel  **B,"  valued  at  $200,000  and,  as  a  result,  vessel 
"A"  is  injured  to  the  extent  of  $20,000  and  vessel  "B"  to  the 
extent  of  $10,000.  If  vessel  "A"  is  entirely  responsible  for  the 
accident  the  owner  of  vessel  "B"  may  recover  damages  from 
its  owner  equal  to  the  damage  ''B"  has  sustained.  Such  legal 
liability  is  not  one  of  the  ordinary  marine  perils  against  which 
the  policy  protects,  although  the  damage  suffered  by  "A's" 
vessel  is  covered  by  the  policy  issued  by  "A's"  underwriter. 
To  put  it  in  another  way,  "A's"  policy  protects  him  against 
damage  suffered  but  not  against  legal  liability  for  damage 
done.  It  is  customary  to  add  a  clause  to  the  policy,  however, 
protecting  against  such  legal  liability.**  The  underwriters 
under  such  a  clause  agree  that  ( 1 )  they  will  be  responsible  for 
such  legal  liabilities,  (2)  they  will  pay  the  expense  of  contest- 
ing the  claim,  if  a  contest  is  desirable,  and  (3)  where  both 
vessels  are  responsible  for  the  accident,  the  respective  legal 
liabilities  shall  be  settled  on  the  basis  of  cross-liabilities.  To 
illustrate  the  latter  agreement  let  us  suppose  that  the  two 
vessels  are  equally  responsible  for  the  accident,  with  conse- 
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quent  equal  legal  liability.  The  underwriters  pay  the  dam- 
ages sustained  and  assume  the  rights  of  the  insured  parties. 
Underwriter  "A"  pays  "A'*  $20,000  and  assumes  "A's" 
rights  against  "B,"  and  underwriter  "B'*  pays  "B"  $10,000 
and  assumes  **B's"  rights  against  "A."  Vessel  "A"  was  re- 
sponsible for  one-half  of  the  damage  to  "B"  or  one-half  of 
$10,000.  Underwriter  "A"  is  therefore  responsible  to  under- 
writer "B"  for  $5,000.  Vessel  "B"  was  responsible  for  one- 
half  of  the  damage  to  "A"  or  one-half  of  $20,000;  under- 
writer "B'*  is  therefore  responsible  to  underwriter  "A"  for 
$10,000.  ^^Crossing^'  these  liabilities  or  setting  one  off 
against  the  other,  underwriter  '*B**  is  responsible  to  under- 
writer "A"  for  the  net  sum  of  $5,000.  There  is,  therefore, 
another  expenditure  for  which  marine  underwriters  are  liable 
under  the  collision  clause,  that  is,  the  expenditure  necessary 
to  satisfy  a  legal  liability. 

Marine  insurance  rates. — ^Although  the  factors  which  affect 
marine  insurance  rates  seldom  operate  separately  but  usiially 
modify  and  exaggerate  others  by  association,  it  is  conve- 
nient for  purposes  of  study  to  divide  them,  as  far  as  possible, 
into  groups.  We  will  consider,  therefore,  these  factors  in 
their  relation  to  the  following  topics:  the  subjects  of  insur- 
ance, the  insured,  the  nature  of  the  trade  involved,  the  results 
revealed  by  statistics,  the  various  phases  of  competition,  the 
policy  conditions  and  finally,  the  extent  to  which  judgment  is  a 

factor^ 

The  subjects  of  insurance. — 1.  •  The  type  of  vessel. — ^As  the 
means  of  transportation,  the  vessel  must  necessarily  occupy 
an  important  place  in  the  making  of  rates.  Size,  type,  adapt- 
ability to  the  trade,  motive  power,  material  and  structural 
strength  are  always  given  consideration.  It  is  evident  that 
wooden  and  steel  vessels  must  differ  considerably  in  hazard, 
that  large  vessels  are  less  subject  to  certain  perils  and  more 
subject  to  others  and  that,  in  strength,  vessels  will  vary  as 
much  as  individuals;  but  space  will  not  permit  of  a  discussion 
in  detail  of  various  types  of  vessels  and  their  uses.^  To  some 
extent  the  underwriter  will  be  guided  by  the  results  which 
are  arrived  at  by  prominent  classification  societies  formed  for 
the  purpose  of  testing  and  surveying  vessels  and  reporting 
upon  their  strength  and  condition  as,  for  "example,  Lloyds* 

"  See  Robert  Riegel,  "Merchant  Vessel*/'  D.  Appleton  k  Co.,  N.  Y.  1921 


292    INSURANCE  PRINCIPLES  AND  PRACTICES 

Register  and  the  Register  of  the  American  Bureau.**  These 
are  especially  valuable  when  risks  are  offered  which  cannot  be 
personally  inspected. 

2.  The  class  of  commodity. — In  both  hull  and  cargo  in- 
surance the  cargo  is  an  important  consideration.  Innum- 
erable conditions  must  necessarily  be  taken  into  consideration, 
such  as  the  processes  to  which  the  commodity  has  been 
subjected,  its  susceptibility  to  odor,  moisture,  weather  condi- 
tions, etc.,  the  method  of  packing,  inherent  vice  and  necessity 
for  proper  loading.  For  example,  cocoa  and  coffee  beans  may 
be  easily  affected  by  moisture,  grain  affords  problems  of  load- 
ing, fiber  products  are  subject  to  spontaneous  combustion, 
hides  deteriorate  rapidly,  and  so  on  ad  infinitum. 

The  insured: — 1.  The  personal  factor. — Underwriters  in- 
sist that  they  insure  persons  rather  than  property,  in  the  sense 
that  the  rate  must  vary  with  the  individual.  As  between  two 
individuals  engaged  in  the  same  trade  on  the  same  route  and 
using  practically  identical  vessels,  one  individual  account  will 
show  an  underwriting  profit  while  another  is  a  loss.  Due  to 
carelessness  or  incompetence  one  shipper  is  constantly  pre- 
senting claims  which  occur  but  rarely  in  the  other  case.  Like- 
wise, of  two  vessel-owners  in  the  same  trade  with  similar  ships, 
one  devotes  considerably  more  money  to  maintenance  and  or- 
ganization and  exercises  a  more  careful  supervision,  with  a 
resultant  saving  in  losses.  Naturally,  also,  an  underwriter 
is  more  willing  to  make  a  reduction  in  the  case  of  an  account 
which  he  has  carried  profitably  for  many  years  than  he  would 
be  for  a  new  customer  whose  business  may  or  may  not  yield 
a  profit.  In  addition,  a  moral  hazard  may  have  to  be  taken 
into  consideration.  Some  shippers  persist  in  making  unfair 
claims  for  losses,  others  do  not  furnish  the  information  neces- 
sary to  make  a  fair  estimate  of  hazard,  and  at  the  extreme 
are  those  who  practice  positive  deception  and  fraudi 

2.  Brokers'  accounts. — As  the  underwriter  relies  to  some 
extent  upon  his  past  experience  with  shippers,  so  also  must  he 
place  some  dependency  upon  his  past  experience  with  brokers. 
Accounts  with  some  brokers  will  show  far  less  benefit  to  the 
underwriter  than  others  and  there  will  naturally  be  some  dis- 
crimination against  the  business  offered  by  them. 

3.  Nationality, — Experience  has  shown  that  hazards  of 
navigation  vary  with  the  nationality  of  the  vessel  and  the  crew, 

"/^iV,  chap.  13. 
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some  nations  seeming  to  produce,  on  the  average^  persons 
who  are  far  better  fitted  to  engage  in  ocean  trade  and  vessel 
operation  than  others.  The  standard  of  business  honor  will 
also  vary  greatly,  thus  affecting  the  decision  on  the  acceptance 
of  risks  and  the  adjustment  of  losses. 

Nature  of  the  trade: — 1.  Natural  forces  and  topography. 
— Experience  as  well  as  deductive  reasoning  shows  that  certain 
geographic  regions  and  trade  routes  offer  hazards  which  are 
non-existent  or  modified  in  others.  Thus,  off  the  British  Isles 
and  Newfoundland,  fogs  are  prevalent;  the  northern  waters 
contain  floating  ice;  in  the  Baltic  Sea,  the  nights  are  longer; 
river  harbors  frequently  have  bars  or  shallows;  the  typhoons 
of  the  Pacific  and  the  monsoons  of  the  Indian  Ocean  are  pro- 
verbial ;  many  regions  are  far  better  equipped  with  aids  to  navi- 
gation than  others,  and  the  conditions  of  ports  vary  as  greatly 
as  those  of  vessels,  cargoes  and  individuals.  As  a  result,  no 
matter  what  the  vessel  or  cargo,  the  trade  route  and  geo- 
graphic region  will  exert  an  influence  on  the  rate. 

2.  Seasons. — ^The  seasons  of  the  year  and  the  business 
"seasons' '  both  affect  the  rate.  The  influence  of  winter  is  too 
obvious  to  require  more  than  mention;  the  cotton  movement 
in  the  South  tends  to  a  congestion  at  shipping  ports  and  this  in- 
creases the  danger  from  fire  and  bad  weather.  Seasonal  de- 
mands for  tonnage  will  attract  vessels  to  trades  for  which  they 
are  little  suited.  Temperature  may  be  an  important  element 
in  shipments  of  oil  and  grease. 

3.  Trade  customs. — The  underwriter,  in  order  to  form 
satisfactory  judgments  of  risks  offered,  must  be  acquainted 
with  the  world's  commerce.  Thus,  cotton  is  shipped  from 
Egypt  in  small  bales  well  wrapped  while  American  exports 
of  this  commodity  are  frequently  inadequately  protected  and 
often  poorly  baled.  At  some  ports  cargoes  are  unloaded  di- 
rectly on  the  wharf  or  pier,  while  at  others  lighterage  is  used. 
Rubber  may  be  shipped  from  Brazil  unpacked;  the  same 
product  comes  from  Eastern  countries  carefully  packed. 

Statistical  experience. — Many  of  the  elements  in  a  marine 
rate  cannot  be  measured  in  figures  but  in  some  cases  the  ex- 
perience acquired  by  years  of  operation  is  sufficiently  broad  to 
afford  some  basis  for  judgment.  Many  companies,  therefore, 
maintain  statistical  departments  designed  to  furnish  material 
which  the  underwriter  may  use  to  assist  his  general  knowledge. 
With  respect  to  this  information  the  marine  insurance  busi- 
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ness  is  in  about  the  stage  which  the  fire  insurance  business  has 
just  passed  through,  a  stage  in  which  the  information  is  re^ 
garded  as  a  trade  secret  of  very  great  value.  There  is,  in 
other  words,  very  little  exchange  of  information  between  un- 
derwriters, in  spite  of  the  mutual  benefit  which  such  co- 
operation, intelligently  carried  out,  would  give.  As  expressed 
by  a  practical  insurance  man,  ''that  is  the  unfortunate  feature 
of  the  marine  insurance  business  to-day.  There  is  no  confer- 
ence between  the  companies  on  the  very  important  lines  of 
business.  It  is  the  one  disability  and  perhaps  the  one  vice 
of  the  marine  insurance  business — ^that  we,  each  one  of  us, 
keep  our  own  records  and  keep  our  own  counsel  and  under- 
write along  our  owii  individual  lines.'\ 

Competition. — 1.  An  international  market. — ^Therc  is  prac- 
tically no  cooperation  between  thfe  various  marine  insurance 
markets  of  the  world  in  regard  tp  rates,  and  as  a  result  of 
the  cable  facilities  which  exist  and  the  intangible  character  of 
the  commodity  dealt  in,  the  insurance  may  be  readily  "ex- 
ported." This  means  that  the  buyer  may  obtain  his  insurance 
abroad  if  he  finds  a  sufficient  inducement,  and  that  the 
American  underwriter  must  meet  the  competition  of  foreign 
underwriters.  An  investigation  has  shown  that  perhaps  20 
per  cent  of  the  premiums  on  American  business  has  gone  to 
unadmitted  companies  and  foreign  underwriters,  while  the 
proportion  in  the  hull  insurance  field  was  as  high  as  50  per 
cent.  The  broker,  ordinarily  anxious  to  do  well  for  his  client, 
seeks  the  best  market. 

2.  Brokers'  accounts. — Since  brokers  occasionally  follow 
the  practice  of  combining  risks  and  offering  them  as  a  whole, 
insurance  companies  are  sometimes  inclined,  because  of  com- 
petition, to  give  better  terms  than  could  have  been  obtained  on 
the  individual  units  in  the  groups. 

3.  Rate  agreements. — Unlike  fire  insurance,  rate  agree- 
ments in  marine  insurance  have  been  confined  to  limited  classes 
of  business.  This  is  partially  accomplished  through  the  me- 
dium of  underwriters'  associations,  which  promulgate  rates 
which  are  purely  advisory  in  character  and  which  the  com- 
panies are  free  to  use  or  not  as  found  desirable.  In  practice, 
of  course,  such  rates  are  quite  generally  adopted.  The  or- 
ganization of  such  associations,  eight  of  which  recommend 
rates,  is  much  more  informal  than  the  organization  of  fire 
underwriters'  associations.     A  second  method  by  which  uni- 
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formity  in  rates  on  certain  commodities  is  arrived  at  is  through 
reinsurance  exchanges,  where  companies  exchange  business 
which  is  written  at  agreed-upon  rates.  As  instances,  there 
may  be  cited  the  "Cotton  Reinsurance  Agreement,"  the  "Cot- 
ton Fire  and  Marine  Underwriters,"  the  "Burlap  Agree- 
ment," "Joint  Grain  Certificates,"  "Lumber  Reinsurance 
Association,"  "Inland  River  Agreement,"  and  "New  Orleans 
River  Association."  While  the  underwriters'  associations  are 
principally  concerned  with  rates  on  hulls,  the  agreements 
relate  primarily  to  cargo  risks. 

Policy  conditions. — It  has  previously  been  explained  that 
various  arrangements  may  be  made  to  adapt  the  insurance 
to  the  vessel  or  commodities  to  be  covered  and  that  the  ordin- 
ary provisions  of  the  policy  are  generally  modified  by  special 
agreements  and  clauses.  The  underwriter's  liability  is  thereby 
extended  or  reduced  and  naturally  the  rate  varies  in  accord- 
ance with  this  fact.  Obviously  the  hazard  is  increased  con- 
siderably by  the  addition  of  a  "warehouse  to  warehouse 
clause,"  and  greatly  reduced  by  restricting  coverage  to  total 
losses  only.  It  is  impossible  and  unnecessary  to  enumerate 
all  the  possible  variations  and  their  effects.^ 

Underwriting  judgment. — Finally,  when  we  come  to  the  end 
of  the  specific  factors  which  have  been  enumerated  there 
remains  an  interminable  list  of  unclassified,  unanalyzed  and 
untabulated  considerations  to  which  only  an  underwriter's 
experience  can  enable  him  to  give  proper  weight.  The  ability 
to  evaluate  properly  these  considerations  and  to  apply  them 
to  specific  cases  is  conunonly  called  "underwriting  judgment." 
Indescribable,  yet  clearly  recognized,  it  has  enabled  some  in- 
dividuals to  obtain  positions  of  preeminence  in  this  respect,  so 
that  testimony  shows  that  their  acceptance  of  a  risk  is  suffi- 
cient to  induce  others  to  write  on  the  same  risk.  This  factor 
is  present  to  some  extent  in  all  forms  of  insurance  rate- 
making.  It  would  be  possible  to  construct  a  list  in  which  the 
various  forms  of  insurance  were  arranged  in  order  as  they 
depended  upon  underwriting  judgment  as  contrasted  with  sta- 
tistics. Among  those  at  the  head  of  the  list  would  appear 
marine  insurance  and  at  the  bottom  of  the  list  life  insurance. 
Underwriting  judgment  is  especially  important  in  the  marine 
field  because  the  event  insured  is  uncertain,  the  hazards  are 
many  and  peculiarly  difficult  to  measure  in  figures  and  co- 
operation between  underwriters  is  limited. 

*  See  appeodicet  LXIV  to  C. 
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Chapter  XX 
AUTOMOBILE  INSURANCE 

t 

Types  of  automobile  coverage  and  types  of  companies. — In 
order  to  obtain  complete  protection  the  owner  of  an  automobile 
must  have  five  types  of  policies.  For  convenience  in  discussion, 
however,  these  may  be  divided  into  three  groups;  the  liability 
and  property  damage  forms,  the  collision  form,  and  the  fire  and 
theft  forms.  The  automobile  insurance  business  is  distributed 
between  two  types  of  companies,  the  casualty  companies  and  the 
fire  companies.  In  very  few  States  is  it  possible  to  obtain  com- 
plete protection  in  a  single  policy  or  company  as  the  laws  have 
been  framed  on  the  assumption  that  casualty  risks  belong  to 
casualty  companies  and  fire  risks  to  fire  companies.  Liability 
insurance  is  written  entirely  by  casualty  companies,  fire  and  theft 
insurance  entirely  by  fire  companies,  and  property  damage  and 
collision  insurance  is  divided,  casualty  companies  receiving  prob- 
ably the  bulk  of  property  daniage  and  fire  companies  the  greater 
part  of  collision  insurance.  The  demand  for  complete  coverage 
in  a  singly  policy  is  not  great  and  such  as  it  is  has  been  largely 
met  by  cooperative  companies  operating  under  substantially  simi- 
lar management,  and  issuing  conibination  policies. 

Liabi£ty  insurance  policies.^^yiiability  insurance  is  insur- 
ance against  legal  liability  for  damages  because  of  bodily  injury 
to  others  arising  out  of  the  ownership,  maintenance  or  use  of 
an  automobile.  This  policy  also  promises  that  the  company  will 
defend  the  insured  in  suits,  pay  legal  costs,  make  investigations 
and  settlements  of  claims  and  pay  for  immediate  surgical  relief 
to  the  injured.  The  policy  is  designed  to  cover  the  ordinary 
use  of  an  automobile  only  and,  therefore,  contain  limitations 
to  its  scope.  It  applies  in  the  United  States  and  Canada  only, 
unless  the  territorial  scope  is  extended  by  an  endorsement  paid 
for  by  an  additional  premium.  In  regard  to  use,  the  insured 
may  not  employ  a  private  passenger  car  in  carrying  passengers 
for  hire  nor  is  the  car  covered  while  towing  a  trailer,  or  while 

'See  Appendix  CII. 
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engaged  in  a  race  or  speed  contest.  It  must  be  operated  by  a 
person  who  is  over  the  legal  age  limit.  The  company's  liability 
is  also  restricted  in  amount,  the  usual  limits  being  $5,000  for 
injuries  to  any  one  person  in  one  accident,  and  $10,000  for  in- 
juries to  more  than  one  person  in  one  accident,  subject  to  the 
$5,000  per  person  limitation.  The  ordinary  limits  may  be  ex- 
tended by  the  payment  of  an  extra  premium. 

Property-damage  policies.^ — Property-damage  insurance  pro- 
tects against  injury  or  destruction  of  the  property  of  others,  in- 
cluding loss  of  use,  except  when  in  charge  of  the  person  assured 
or  his  employees,  or  when  carried  in  cars  covered  by  the  policy. 
Such  injury  must,  of  course,  result  from  an  accident  arising  out 
of  the  ownership,  maintenance  or  use  of  the  cars  covered  by 
the  policy.  Loss  by  fire  from  any  cause  is  not  covered.  Prac- 
tically the  same  limitations  apply  to  the  property-damage  policy 
as  to  the  liability  policy.  The  liability  of  the  insurer  is  limited 
to  the  actual  cash  value  of  the  property  destroyed  or  injured,  up 
to  the  ordinary  limit  of  $1,000,  which  may  be  extended  by  an 
additional  premium.  It  is  to  be  noted  that  a  property  damage 
policy  covers  loss  of  use.  Thus,  the  insured  may  not  only  be 
legally  liable  to  another  for  damaging  his  property  but  also  for 
the  pecuniary  loss  resulting  from  the  fact  that  the  injured  party 
is  deprived  of  the  use  of  the  damaged  property  while  it  is  under- 
going repairs.  The  property-damage  policy  is  never  separate 
but  is  written  concurrently  with  public  liability  or  fire  coverage 
by  a  combination  policy  or  by  endorsement. 

Liability  and  property  damage  rates : 

A.  Private  passenger  cars ^It  is  convenient,  for  purposes  of 
examination,  to  divide  the  ratemaking  system  into  the  various 
factors  which  influence  the  making  of  a  rate.^  Rates  for  all 
forms  of  automobile  insurance  are  unstable  and  it  is  doubtful 
how  long  the  figures  used  below  as  illustrations  will  continue  in 
force.  The  system  of  arriving  at  premiums  is  discussed  under 
the  following  heads : 

1.  Territory. — ^The  United  States  has  been  divided  into 
eight  territories,  numbered  from  one  to  eight,  and  ranging 
from  the  most  hazardous  communities  to  rural  sections.  Thus, 
territory  No.  1  is  New  York  City,  where  injuries  to  botlj  per- 
sons  and  property  are  most  frequent  and  severe.  Using  as  an 
illustration  a  1920-model  Buick,  costing  $1,495,  the  rates  in 

'Sec  Appendix  CV. 

'  $ee  rate  forms,  Appendices  CX,  CXI  and  CXII, 
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this  territory  are  found  to  be  $103  for  public  liability  and  $28. 
50  for  property  damage.  In  territory  No.  2,  including  the  sub- 
urbs of  New  York  City,  these  rates  decline  to  $57,50  and  $16 
respectively;  in  Philadelphia  (third-class  territory),  they  are 
reduced  to  $48  and  $15  respectively;  and  in  strictly  rural  and 
sparsely  settled  localities  (territory  No.  8)  they  are  as  low  as 
$19  for  public  liability  and  $7  for  property  damage  Insurance.* 
For  the  sake  of  Illustration  a  particular  car  has  been  used,  but 
it  is  understood  that  other  makes  have  different  rates,  since  the 
list  price  of  the  car  Is  a  factor. 

The  territorial  grouping  described  is  based  principally  upon 
two  factors :  ( 1 )  The  population  density  of  the  particular  terri- 
tories and  (2)  the  past  experience  as  reflected  by  compiled  sta- 
tistics. In  collecting  statistics  of  experience  It  has  not  always 
been  possible  to  classify  the  data  in  as  detailed  a  manner  as  de- 
sirable. In  localities  where  there  are  comparatively  few  cars 
and  few  losses  it  has  been  found  necessary  to  proceed  on  the  as- 
sumption that  what  is  true  of  automobiles  in  the  aggregate  is 
true  of  particular  kinds  of  cars.  This  of  course  is  not  always 
strictly  accurate,  but  the  difficulty  Is  partly  obviated  by  the  con- 
stantly increasing  amount  of  statistics.  .  Furthermore,  except 
as  reflected  in  the  statistics,  the  territorial  grouping  cannot  take 
into  account  such  factors  as  road  conditions,  topography,  char- 
acter of  population  and  the  local  laws  affecting  accidents.  Like- 
wise, the  drawing  of  lines  delimiting  territorial  zones  necessa- 
rily must  discriminate  illogicady  between  two  communities  lying 
close  to  and  on  opposite  sides  of  the  line. 

2.  Type  of  car. — Since  It  Is  apparent  that  different  cars  will 
present  varying  degrees  of  hazards,  it  has  been  found  necessary 
to  create  four  classes  of  automobiles.  The  "private  passenger" 
car  is  one  used  only  for  personal  and  business  calls.  "Public 
automobiles"  consist  of  "livery"  vehicles  rented  by  the  hour  and 
day  and  "other  than  livery"  vehicles,  including  taxicabs,  etc. 
"Commercial"  vehicles  Include  principally  cars  used  for  delivery 
purposes  and  trucks.  "Manufacturers'  and  dealers'  cars"  are 
those  in  the  possession  of  manufacturers  and  dealers  for  demon- 
strating purposes.  Separate  rates  are  made  for  each  of  these 
classes  of  cars.  Thus,  while  a  Buick  in  territory  No.  1  might 
cost  $103  for  liability  Insurance  and  $28.50  for  property  dam- 
age insurance,  a  livery  vehicle  would  cost  $270  and  $50  re- 
spectively, a  taxicab  $480  and  $120  respectively,  and  a  coal 

*llAtet  are  given  in  this  order  hereafter  where  not  otherwise  specified. 
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dealer's  heavy  wagon  $340  and  $120  respectively.  Manufac- 
turers* and  dealers'  cars  are  usually  rated  oh  a  different  basis. 
These  rates  for  different  kinds  of  cars  are  based  upon  the  vary- 
ing ratios  of  losses  to  insurance  as  shown  by  the  statistics 
compiled. 

3.  Motive  power. — Since  the  electric  car  and  the  motor- 
cycle present  smaller  degrees  of  hazard  they  are  written  at  a 
reduction  from  the  premiums  charged  for  gasoline  cars.  Using 
as  an  illustration  the  Buick  previously  referred  to  in  New  York 
territory  the  rates  would  be  $103  for  liability  insurance  and 
$28.50  for  property  damage  insurance,  while  electric  cars  and 
motorcycles  would  have  a  liability  rate  of  only  $22.50  and  a 
property  damage  rate  of  $6.00.  It  is  to  be  noted  that  we  arc 
here  using  a  private  pleasure  car  of  a  particular  make  in  a  given 
territory  as  an  illustration.  Similar  allowances  are  made  for 
electricity  as  motive  power  in  public,  commercial,  manufactur- 
ers' and  dealers'  cars. 

4.  List  price.^ — Under  the  previous  rating  system,  various 
makes  of  cars  were  distinguished  principally  upon  the  basis  of 
horse-power.  It  was  found,  however,  that  this  resulted  in 
many  criticisms.  It  was  argued  that  the  legal  limitation  of  the 
speed  of  a  car  made  the  potential  horse-power  of  minor  consid- 
eration, that  higher-powered  cars  were  better  operated  and  that 
the  indicated  horse-power  as  obtained  by  a  formula  was  fre- 
quently inaccurate,  resulting  in  absurd  discrepancies  between 
well-known  cars.  As  a  result  the  list  price  has  been  substituted 
as  a  basis  and  cars  divided  into  four  groups  partly  on  the  basis 
of  list  price  and  partly  on  the  basis  of  experience.  These  four 
groups  in  New  York  territory  have  rates  as  follows : 

Property  Damage 
Group  Liability  Rati  Rate 

W    $88.00  $24.00 

X     103.00  28.50 

Y    U9.00  33.00 

Z   134.00  37.00 

5.  Use  of  the  automobile . — ^The  manual  rates  above  re- 
ferred to  apply  to  private  passenger  cars  used  for  private  use 
and  business  calls.  In  territories  Nos.  1  to  6,  if  the  insured  is 
willing  to  omit  the  business  calls  and  restrict  the  car  to  private 

^  See  list  of  automobiles,  Appendix  CXII. 
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use,  8  per  cent  reduction  in  liability  and  property  damage  rates 
is  given. 

6.  Driver  of  the  automobile. — ^The  policy  at  the  rates  above 
quoted  contains  an  omnibus  coverage  provision  allowing  the  car 
to  be  driven  by  any  person  having  the  insured's  permission.  If, 
however,  the  insured  warrants  that  the  car  will  be  driven  only 
by  the  owner,  20  per  cent  reduction  in  liability  and  property 
damage  rates  is  allowed. 

i7.  Limits. — ^The  ordinary  limitations  for  liability  insurance 
are  $5,000  and  $10,000.  These  rates,  however,  may  be  varied 
to  suit  the  needs  of  the  insured  and  higher  limits  may  be  ob- 
tained by  the  payment  of  an  extra  premium.  Thus,  limits  of 
$10,000  and  $20,000  may  be  obtained  at  120  per  cent  of  the 
manual  rate.  The  usual  property  damage  limit  is  $1,000  but 
this  may  be  extended  in  a  similar  manner  and  a  $5,000  limit, 
for  example,  may  be  obtained  for  130  per  cent  of  the  manual 
rate. 

8.  Persons  covered. — ^The  coverage  of  the  liability  policy  ex- 
tends only  to  the  public;  indemnities  payable  to  workmen  under 
workmen's  compensation  laws  are  not  recoverable.  In  States 
where  this  is  important  employer's  liability  protection  may  be 
obtained  by  the  payment  of  a  premium  of  $2.50. 

9.  Foreign  coverage. — Ifatouristdesirestoobtain'apolicy 
applying  outside  of  the  United  States  and  Canada,  he  may  ob- 
tain foreign  liability  coverage  for  $75,  liability  and  property- 
damage  coverage  for  $100  and  a  liability  property  damage  and 
collision  policy  for  $175. 

B.  Public  automobiles. — ^These  cars  are  divided  into  two 
groups,  "livery"  vehicles  and  "other  than  livery"  vehicles,  the 
former  group  including  principally  cars  occasionally  rented;  the 
second  group,  omnibuses,  taxicabs  and  sight-seeing  cars.  The 
same  territorial  divisions  apply  and  the  rates  upon  livery  vehicles 
range  from  $100  and  $20  respectively  in  the  lowest  territory, 
to  $270  and  $50  in  the  highest  territory.  Beyond  this  no  dis- 
tinction is  made  between  livery  vehicles.  Other  than  livery  ve- 
hicles are  also  influenced  by  the  place  of  customary  use,  the 
rates  upon  a  hotel  omnibus  ranging  from  $200  and  $35  respec- 
tively in  the  lowest  territory  to  $400  and  $70  in  the  highest. 
These  public  automobiles  other  than  livery  vehicles  are  further 
distinguished  with  reference  to  their  use  and  size,  a  taxicab  in 
first-class  territory  costing  $480  and  $120  respectively,  a  public 
automobile  seating  not  more  than  twelve  persons  $480  and  $70, 
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and  a  public  automobile  seating  over  thirty  persons  $840  and 
$125  for  liability  and  property  damage  insurance.  Employer's 
liability  protection  upon  these  forms  of  cars  costs  $5. 

C.  Commercial  cars. — ^The  same  territorial  grouping  is  ap- 
plied to  commercial  cars.    Thus,  rates  on  a  five-ton  Mack  truck 
used  as  a  baggage  car  range  from  $78  and  $40  in  the  lowest 
territory  to  $415  and  $150  in  the  highest.     Motorcycles  cost 
$90  and  $32  in  first-class  territory  and  in  third-class  territory 
$55  and  $22  for  liability  and  property  damage,  respectively. 
Gasoline  commercial  cars  are  also  divided  according  to  their 
use  and  size.    Thus,  an  ambulance  costs  more  than  a  coal  deal- 
er's wagon  and  the  latter  costs  more  than  a  water  company's 
wagon.    For  the  purpose  of  distinguishing  between  the  various 
hazards  due  to  character  of  use  the  cars  are  divided  into  four 
groups  known  as  classes  1,  2,  3,  and  4.    Within  these  groups, 
cars  are  sub-divided  into  three  classes — ^heavy,  medium  and  light 
— on  the  basis  of  the  load  capacity.  In  first-class  territory  rates 
for  the  coal  dealer's  vehicle  for  liability  insurance  would  be  $340 
on  a  heavy  car,  $320  on  a  medium  car,  and  $290  on  a  light  car, 
while  the  property  damage  rates  are  $120,  $112  and  $100,  re- 
spectively.   Electric  cars  are  written  at  a  10  per  cent  reduction 
from  the  preceding  rates.    It  is  very  important  to  notice,  how- 
ever, that  where  five  or  more  cars  are  insured  with  the  same 
company,  it  is  possible  to  obtain  rates  on  a  pay-roll  basis,  a  sys- 
tem which  is  explained  under  the  next  subdivision. 

D.  Manufacturers'  and  dealers'  cars. — These  cars,  which  are 
principally  used  for  demonstrating  purposes,  may  be  written  on 
any  one  of  three  bases,  "named  chauffeur,"  "specified  car,"  or 
"garage  pay-roll."  On  the  named  chauffeur  basis,  the  premium 
paid  by  the  dealer  depends  upon  the  number  of  chauffeurs 
specified  in  the  policy,  it  being  assumed  that  this  approximately 
measures  the  aggregate  hazard  of  his  business.  In  a  third-class 
territory  the  rates  are  $200  and  $70  for  liability  and  property 
damage  insurance,  respectively.  On  the  specified  car  basis,  the 
dealer  lists  the  cars  which  are  to  be  covered  and  the  same  rates 
apply  to  the  cars  as  apply  to  the  chauffeur.  On  the  pay- 
roll basis  it  is  similarly  assumed  that  the  wages  paid  are  an  ap- 
proximate index  of  the  aggregate  hazard  of  the  manufacturer's 
or  dealer's  business,  and  rates  arc  quoted  per  $100  of  annual 
pay-roll.  The  liability  and  property  damage  for  the  first 
$10,000  of  pay-roll  are  $3.75  and  $1.25,  respectively  and  on 
the  pay-roll  above  that  figure,  $3.00  and  $1.00,  respectively. 
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In  the  same  territory  the  dealer  could  obtain  protection  against 
''inside  exposure,"  which  covers  only  the  hazard  within  the 
walls  and  on  the  adjacent  drive-ways,  at  50  cents  for  liability 
and  the  same  figure  for  property  damage  protection. 

Collision  insurance  policy/ — Collision  insurance  protects 
against  loss  or  damage  sustained  by  collision  of  vehicles  with  a 
moving  or  stationary  object.  It  applies  to  injuries  suffered  by 
the  insured's  car,  and  is  sometimes  called  a  "damage  sustained" 
policy.  The  measure  of  this  loss  is  the  actual  intrinsic  value  of 
the  property  at  the  time  of  the  loss  or  the  cost  or  repair  or  re- 
placement. The  policy  does  not  cover  losses  by  fire,  or  loss  or 
damage  to  tires,  unless  caused  by  an  accident  which  involves 
other  loss  or  damage  to  the  insured's  automobile.  The  most  lib- 
eral policy  form  provides  for  the  payment  of  cash  value,  repairs, 
or  replacement  cost  in  full,  and  is  known  as  full  coverage.  The 
following  illustrations  are  based  upon  the  full  coverage  policy. 

Collision  insurance  rates: 

A.  Private  passenger  cars. 

1 .  Territory. — The  country  is  divided  into  eight  territories 
as  previously  described,  the  rates  in  these  territories  on  a  new 
Buick  for  full  coverage  ranging  from  $112  to  $181. 

2.  List  price. — Cars  are  further  classified  with  reference 
to  list  price,  twenty  classes  lettered  from  A  to  U  having  been 
created.  Using  New  York  territory  as  an  illustration,  a  Ford 
with  a  list  price  of  $550  costs  $120,  a  Ford  at  $650  list  price 
costs  $134,  a  Franklin  at  $3,750  list  price  costs  $217  and  a 
Pierce-Arrow  listed  at  $9,450  costs  $232. 

3.  Extent  of  coverage. — The  above  rates  apply  to  the  full 
coverage  policy.  If  the  insured  is  willing  to  bear  the  first  $50 
of  any  loss  himself  and  consequently  to  accept  a  $50  deductible 
average  clause  the  rates  named  above  are  decreased  to  $38, 
$43,  $136,  and  $159,  respectively.  If  he  is  willing  to  pay  the 
first  $100  of  any  loss  himself  under  a  $100  deductible  average 
policy,  these  rates  become  $15,  $17,  $78,  and  $118,  respectively. 

4.  Age  of  car. — Rates  named  above  are  rates  quoted  for 
new  cars.  As  a  car  grows  older  and  the  cost  of  repairs  and  ex- 
tent of  possible  damage  decreases  the  rates  are  reduced ;  thus, 
on  a  car  between  six  and  eighteen  months  old,  the  rate  of  $120 
for  full  coverage  on  a  Ford  is  reduced  to  $100,  and  if  more 
than  eighteen  months  old  to  $78.  Similar  reductions  are  made 
for  second-hand  cars  in  use  from  six  to  twelve  months  since  the 

•See  Appendix  CIV. 
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date  of  original  purchase,  and  for  second-hand  cars  in  use  more 
than  twelve  months  in  the  hands  of  the  present  owner. 

5.  Motive  Power. — Electric  cars  are  written  at  10  per 
cent  discount. 

B.  Commercial  cars. — ^A  similar  territorial  division  is  made 
for  cars  in  the  commercial  class.  Rates  in  the  varous  territories 
depend  upon  the  list  price  of  the  chassis  plus  the  list  price  of 
the  equipment;  thus,  a  Sedan  truck  at  $1,650,  with  a  body  cab 
and  starter  costing  $735,  would  have  a  rate  of  $149  in  a  first- 
class  territory.  The  same  truck,  with  equipment  costing  $850, 
would  cost  $156.  This  is  the  rate  for  full  coverage.  For  $50 
deductible  the  cost  of  the  latter  is  $91  and  for  $100  deductible 
the  cost  is  $47.    Electric  cars  receive  a  10  per  cent  reduction. 

C.  Public  and  livery  vehicles. — Livery  vehicles  are  written  at 
150  per  cent  of  the  private  passenger  car  rate  and  other  than 
livery  vehicles  are  written  at  200  per  cent  of  the  private  passen- 
ger car  rate,  or  at  2Q0  per  cent  of  the  commercial  car  rate  if 
of  the  bus  or  commercial  type. 

D.  Manufacturers'  and  dealers^  cars. — Individual  cars  are 
written  at  125  per  cent  of  the  private  passenger  care  rate  but 
a  blanket  policy  covering  all  the  cars  owned  by  a  manufacturer 
or  dealer  during  the  year  is  written  at  a  discount.  Thus,  for 
less  than  100  new  cars,  40  per  cent  of  the  private  passenger  or 
commercial  car  rates,  for  from  100  to  250  cars,  35  per  cent  of 
these  rates  and  for  250  cars  or  over,  30  per  cent  of  these  rates. 
On  used  cars  the  original  private  rates  apply  without  discount. 

Fire  insmrance  policy.^ — A  fire  policy  is  designed  to  protect 
the  insured  against  damage  to  his  automobile  by  fire  or  trans- 
portation perils.  The  various  provisions  of  the  policy  are  so 
similar  to  the  provisions  of  a  policy  on  a  building  or  its  contents 
that  it  is  unnecessary  to  repeat  the  analysis  made  in  the  Fire 
Insurance  Section.  One  distinction  may,  however,  be  noted. 
Two  forms  of  policy  are  written,  the  non-valued  and  the  valued 
forms,  the  former  resembling  the  fire  insurance  policy  in  that 
the  total  value  of  the  property  is  left  to  be  determined  at  the 
time  of  the  loss,  while  the  latter  is  similar  to  a  marine  insurance 
policy,  in  that  the  total  value  of  the  property  is  agreed  upon  in 
advance.  The  significance  of  the  valued  form  of  policy  has 
been  fully  discussed  in  the  chapters  on  .marine  insurance.  This 
policy  is  more  advantageous  to  the  insured,  other  things  being 
equal,  but  an  additional  rate  of  25  cents  per  $100  is  charged 

*  8ee  Appendix  C VL 
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for  it.  While  the  amount  of  insurance  is  left  to  the  judgment 
of  the  underwriters  it  is  recommended  that  some  limitation  be 
placed  upon  the  amount  of  insurance  upon  low  priced  and  older 
cars.    The  policy  also  covers  the  hazard  of  transportation. 

Fire  insurance  rates.* — ^We  will  consider  separately  the  vari^ 
ous  classes  of  cars,  i.e.,  private  passenger  cars,  livery  and  rent- 
ing automobiles,  commercial  vehicles  and  dealers'  automobiles. 

A.  Private  passenger  cars. — ^The  factors  involved  in  the  fix- 
ing of  a  rate  are  the  construction  of  the  car,  the  existence  of 
protective  devices,  and  any  contingencies  covered  other  than  fire 
and  transportation  perils.  These  factors  are  discussed  in  the 
order  given : 

1.  Construction. — ^Allowance  is  made  for  the  construction 
of  the  car  by  a  system  of  schedule  rating^  very  similar  to  the 
system  described  for  fire  insurance  on  other  forms  of  property. 
The  various  kinds  of  cars  of  different  makes  have  been  tested 
at  the  laboratories  of  the  underwriters  and  a  schedule  applied  to 
them  which  fixes  "points  of  credit"  for  all  good  features  found 
in  the  cars,  that  is,  features  which  tend  to  diminish  the  fire 
hazard.  This  schedule  allows  a  maximum  of  8,000  points 
credit  for  a  perfect  car  and  these  8,000  points  are  apportioned 
among  the  following  sub-divisions  of  hazard : 

Points 

1.  Storage  of  fuel   1,200 

2.  Fuel  feed 1,200 

3.  Fuel  line  and  fittings 400 

4.  Carburetion    400 

5.  Electrical  equipment 3,200 

6.  Exhaust  system 600 

7.  General  workmanship 1,000 

Each  of  these  main  groups  is  then  sub-divided  into  its  essential 
elements.  Taking  the  first  group  ( storage  of  fuel )  as  an  illus- 
tration, we  fi[n4  that  1 20  points  are  allowed  for  tank  capacity, 
600  points  for  the  location  of  the  tank,  240  points  for  the  con- 
struction of  the  tank,  and  200  points  for  the  mounting  of  the 
tank.  To  illustrate  the  manner  in  which  this  schedule  is  applied, 
70  points  credit  is  allowed  for  a  capacity  of  between  10  and  20 
gallons,  35  points  credit  for  a  capacity  of  from  20  to  25  gal- 
lons, 15  points  credit  for  a  capacity  of  from  25  to  30  gallons, 
and  no  credit  for  a  tank  containing  more  than  30  gallons.    A 

'See  Appendices  CIX  and  CXL 
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tank  located  at  the  rear  of  the  frame  and  not  enclosed  in  the 
body  is  allowed  450  points  credit,  whereas  for  a  tank  located 
m  the  cowl  and  filled  from  under  the  hood,  no  credit  is  allowed. 
For  a  gravity  feed  system,  no  credit  is  given,  for  a  pressure  feed 
system  120  points  credit,  and  for  a  vacuum  feed  system  with 
the  vacuum  tank  on  the  side  of  the  engine  block  opposite  the 
carburetor  and  remote  from  any  sparking  device  and  from  ex- 
haust piping,  as  high  as  755  points  is  allowed.  These  illustra- 
tions are  sufficient  to  show  the  manner  in  which  credit  is  allowed 
to  the  various  makes  of  cars  according  to  their  fire  hazard  as 
measured  by  this  schedule 

The  result  shows  that  the  poorest  car  received  a  credit  of 
about  400  points  and  the  best  car  approximately  5,200  points, 
and  the  interval  of  4,800  points  is  then  divided  into  8  classes 
and  to  each  class  a  rate  per  $100  of  insurance  is  given,  as  in 
the  schedule  below : 

Class  Points  Credit  Rate 

A  4,600  to  5,200  $0.40 

B    4,000  to  4,600  .45 

C   3,400  to  4,000  .55 

D  2,800  to  3,400  .65 

E   2,200  to  2,800  .75 

F   1,600  to  2,200  1.00 

G 1,000  to  1,600  1.25 

H 400  to  1,000  1.50 

The  name  and  description  of  every  type  of  automobile  is 
given  in  a  manual  with  a  symbol  in  the  form  of  a  letter  oppo- 
site each  car  to  designate  the  class  in  which  it  falls.  Thus,  a 
car  which  received  a  credit  of  2,900  points  would  fall  in  class 
D  and  would  be  marked  with  this  letter  in  the  manual,  and 
would  have  a  rate  of  65  cents. 

2.  Protective  devices. — Thus  far  the  only  protective  device 
recognized  is  a  fire  extinguisher  of  approved  type,  approved  by 
the  Underwriters  Laboratories,  for  which  a  reduction  of  15  per 

cent  is  allowed. 

3.  Other  contingencies  covered. — ^An  extra  premium  of  10 
cents  will  secure  protection  against  damage  by  earthquake,  ex- 
plosion or  accidental  leakage  of  water. 

The  above  rates  are  for  New  England  and  Eastern  territory. 
Other  rates  which  follow  the  same  system  apply  in  Southern 
territory  but  rates  in  other  portions  of  the  United  States  arc 
on  a  different  basis. 
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The  electric  cars  are  written  at  rates  below  the  average  of 
those  of  gasoline  cars.  On  new  cars  the  rates  for  fire  and  trans- 
portation coverage  range  from  40  cents  to  $1.50  for  the  classes 
from  A  to  H,  while  a  new  electric  would  cost  75  cents. 

For  a  valued  policy,  25  cents  extra  is  to  be  added.  It  should 
.  be  stated  that  the  valued  form  will  only  be  issued  for  a  com- 
bined fire  and  theft  policy,  and  that  no  reductions  are  allowed 
from  the  rate  so  found. 

These  rates  apply  for  a  term  of  insurance  of  one  year,  and 
coverage  for  a  similar  period  is  charged  a  relatively  higher  rate. 
Thus,  for  six  months  70  per  cent  of  the  annual  rate  is  charged. 

It  is  recommended  that  insurance  upon  the  cheaper  and 
older  cars  be  limited.  Thus,  it  is  advised  that  on  cars  costing 
$1,799  or  less,  and  purchased  new  more  than  42  months  prior 
to  the  insurance,  the  insurance  be  limited  to  40  per  cent  of  the 
list  price. 

B.  Livery  and  renting  automobiles. — ^These  are  divided  into 
two  classes :  Class  A,  including  sight-seeing  automobiles,  busses, 
taxicabs,  and  all  automobiles  of  the  private  passenger  type  used 
entirely  or  occasionally  for  carrying  passengers  for  hire,  and 
Class  B,  including  hotel,  club,  and  school  busses.  Class  A  is 
rated  by  adding  to  the  ordinary  private  type  rate  an  additional 
1  per  cent ;  a  clause  is  attached  to  the  policy  reducing  the  amount 
of  insurance  at  the  rate  of  2  j^  per  cent  per  month.  Class  B  is 
written  without  additional  charge. 

C.  Commercial  vehicles. — ^These  are  rated  in  the  same  man- 
ner as  private  passenger  cars  and  assigned  letters  ranging  from 
A  to  I,  inclusive.  The  rates  for  a  new  car  range  from  75  cents 
to  $2.35.  Electric  commercial  vehicles  are  treated  the  same  as 
electric  private  passenger  cars.  Special  rates  are  granted  on 
fleets  of  automobiles  of  commercial  or  livery  type,  embracing 
10  or  more  cars,  or  a  lesser  number  if  the  original  cost  amounts 
to  $15,000. 

D.  Dealers^  automobiles. — On  this  type  of  car  no  valued 
policy  is  issued.  Five  forms  of  policies  are  issued ;  Form  A  cov- 
ering every  automobile  owned  and  for  sale;  Form  A  to  cover 
automobiles  specifically  accepted  by  a  company;  Form  D,  a 
blanket  form  policy  covering  cars  in  more  than  one  location; 
Forafi  E,  a  $300  minimum  and  initial  premium  policy  for  whose 
rates  special  application  must  be  made,  and  finally  separate  pol- 
icies on  each  automobile.  On  the  first  three  types  of  policies, 
the  cars  are  written  at  the  rate  which  is  fixed  for  fire  insurance 
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on  the  contents  of  the  building,  with  a  minimum  rate  of  $1  for 
non-fireproof  buildings  and  SO  cents  for  fireproof  buildings; 
Form  E  requires  special  application  to  the  company,  and  the  last 
named  is  written  only  at  dealers'  rates.  Rates  for  policies  cov- 
ering a  manufacturer's  output  away  from  the  factory  premises 
may  be  had  upon  application. 

Theft  insurance. — This  type  of  policy,  written  by  an  endorse- 
ment on  the  fire  insurance  form,  is  designed  to  cover  the  loss 
of  property  by  theft.  The  territories  are  similar  to  those  de- 
scribed for  fire  insurance  and  the  rate  varies  with  the  list  price 
of  the  car,  very  high  rates  being  charged  for  cheaper  cars  by 
reason  of  their  greater  susceptibility  to  theft  and  disposal.  Cars 
are  divided  into  groups  on  the  basis  of  list  price,  lettered 
from  L  to  W.  Thus,  on  a  Pierce-Arrow  costing  over  $9,000 
the  rate  in  eastern  territory  is  25  cents,  whereas  on  a  Ford  or 
Dodge  the  rate  is  $6.35.  Where  there  is  endorsed  on  the  policy 
a  clause  whereby  the  insured  agrees  that  the  automobile  will  be 
continuously  equipped  with  an  automobile  locking  device,  an 
allowance  of  15  per  cent  is  granted  from  the  theft  rate,  and 
where  a  clause  is  provided  for  the  maintenance  of  a  device  of 
locking  spare  tires  of  an  approved  type  an  allowance  of  5  per 
cent  is  granted  from  the  theft  rate.  By  reason  of  the  unfortu- 
nate experience  in  some  cities  a  penalty  schedule,  almost  doubling 
the  ordinary  rates,  has  been  applied.  In  one  large  eastern  city 
this  was  recently  removed  following  a  reorganization  of  the 
police  department 


Chapter  XXI 

TITLE  INSURANCE 

Land  titles. — ^The  value  of  real  estate  is  dependent  upon  the 
security  of  the  owner's  title.  To  safeguard  and  secure  titles  the 
law  prescribes  certain  formalities  in  all  transactions  affecting  the 
ownership  of  real  estate  and  also  provides  a  recording  system. 
The  formalities  thus  necessitated  are  so  detailed  and  so  technical 
that  in  addition  to  falsely  recorded  statements,  unintentional 
errors  are  inevitable,  with  the  result  that  the  title  becomes 
defective.  Experience  has  shown  that  these  defects  have  fre- 
quently resulted  in  serious  financial  loss  and  everyone  who  buys 
land  or  lends  money  on  the  security  of  land  should  ascertain 
that  the  title  to  the  property  in  which  he  has  an  interest  is 
marketable  and  free  from  incumbrances. 

The  lawyer's  abstract  and  its  defects. — ^The  old  method  of 
obtaining  the  desired  information  concerning  the  title  was  to 
have  a  lawyer  examine  the  records  and  either  furnish  an  ab- 
stract or  give  an  opinion.  In  urban  districts  this  method  has 
been  supplanted  by  the  guarantees  of  title  companies  but  it  is 
still  extensively  used  in  rural  communities.  The  defects  of  a  plan 
of  this  kind  become  apparent  when  we  consider  the  exact  sig- 
nificance of  the  lawyer's  opinion.  The  examination,  in  order  to 
be  complete,  must  be  a  history  of  the  land  from  the  original 
grant  by  the  State  to  the  time  of  the  abstract,  as  shown  by  the 
records.  These  records,  in  most  counties,  run  for  well  over  a 
century,  involve  a  thousand  or  more  books  containing  copies 
of  deeds,  mortgages,  etc.,  thousands  of  law  suits,  records  of 
wills,  administration,  partition,  and  incumbrances  of  various 
kinds,  including  tax  records.  In  the  examination  of  these  doc- 
uments, even  though  the  lawyer  is  diligent  in  his  search  and 
competent  to  pass  upon  the  legal  complications  that  appear,  the 
method  is  imperfect  and  open  to  objection  because  ( 1 )  a  deed 
regular  on  its  face  maybe  a  forgery,  (2)  the  marital  state  of. 
the  grantor  may  be  falsely  recorded,  (3 )  the  heirs  of  a  deceased 
owner  may  be  erroneously  entered  and  (4)  there  may  be  nu- 
merous other  false  statements  or  errors  impossible  to  detect. 

311 


312    INSURANCE  PRINCIPLES  AND  PRACTICES 

If  the  lawyer  is  not  guilty  of  negligence  or  of  a  dishonest 
opinion  he  cannot  be  held  liable  even  if  it  is  later  found  that 
the  property  has  a  bad  title.  Assuming,  however,  that  he  is 
guilty  of  negligence,  the  probability  of  the  client  being  indem- 
nified for  his  loss  is  very  remote,  because  the  lawyer  who  renders 
such  an  opinion  usually  has  limited  financial  means.  The  dif- 
ficulties of  this  method  have  multiplied  rapidly  irt  recent  years, 
particularly  in  connection  with  urban  real  estate,  where  trans- 
fers are  numerous  and  consequently  the  chance  for  error  and 
fraud  is  much  greater.  As  a  result  there  has  developed  an  insti/ 
tution  larger  and  more  capable  of  handling  such  a  proposition, 
which  is  known  as  a  Title  Insurance  Company. 

Guarantee  of  title  by:  an  insurance  company. — Title  insur- 
ance companies  are  usually  large  corporations  with  considerable 
financial  resources  and  equipped  with  adequate  facilities  for 
searching  titles.  Therefore,  a  land  owner  with  his  title  insured 
by  one  of  these  companies  has  nothing  to  fear  in  case  of  dispute 
because  he  knows  that  the  guarantor  has  adequate  resources 
from  which  to  indemnify  him. 

The  operations  of  a  title  company. — Most  of  the  title  insur- 
ance companies  are  local  in  their  scope  and  insure  titles  only 
within  limited  territory,  due  to  the  enormous  cost  of  building 
up  what  is  called  an  "abstract  plant."  This  is  the  most  impor- 
tant asset  of  the  business  and  consists  of  classified  indexes  of 
facts  which  make  up  the  history  of  every  tract  of  land  in  the 
area  which  the  company  covers  and  is  known  as  the  "tract"  sys- 
tem. All  conveyances  are  recorded  and  kept  up  to  date,  and 
by  means  of  maps  and  locality  indexes  it  can  be  quickly  ascer- 
tained what  conditions  affect  any  given  plot  of  ground.  When 
an  application  for  insurance  is  received  these  records  are  inves- 
tigated and  if  the  title  is  found  defective  the  application  is  re- 
jected or  the  defects  are  enumerated  in  the  policy  and  excluded 
from  coverage. 

Extent  of  the  guarantee. — ^The  guarantee  given  by  the  policy 
relates  almost  entirely  to  the  past  and  in  this  respect  differs 
from  all  other  insurance,  which  deals  with  the  future.  The 
losses  that  are  insured  against  in  a  title  policy  must  be  caused 
by  an  undisclosed  defect  in  the  title  which  existed  at  the  time 
of  the  issuance  of  the  policy.  Upon  first  thought  this  would 
appear  to  be  a  great  disadvantage ;  but  it  must  be  remembered 
that  defects  occurring  after  this  time  are  made  possible  by  the 
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wilful  act  or  negligence  of  the  insured,  for  which  he  should  not 
be  compensated. 

Extent  of  the  title  business. — The  insuring  of  land  titles  is 
a  business  which  is  comparatively  young,  having  originated  about 
forty  years  ago  and  grown  until  at  the  present  time  there  is 
scarcely  any  well-populated  district  in  the  United  States  which 
does  not  possess  a  title  insurance  company.  In  fact,  in  some  of 
the  urban  districts  there  are  many  such  companies  covering  the 
same  territory,  with  an  enormous  economic  waste  because  of  the 
duplication  of  expensive  "abstract  plants." 

As  previously  mentioned,  the  usual  scope  of  a  title  insurance 
company's  business  is  local;  but  during  the  last  few  years  sev- 
eral companies  have  attempted  to  extend  the  territory  which 
they  cover  so  as  to  include  practically  the  entire  country.  It  is 
impossible  for  one  company  to  maintain  an  abstract  plant  for 
a  territory  so  large  and  therefore  the  tract  system  is  not  used. 
When  a  company  receives  an  application  for  insurance  outside 
of  its  regular  territory  it  relies  on  the  information  obtained 
from  local  title  examiners  or  examining  organizations  located  in 
the  district  in  question. 

The  principal  advantages  of  this  plan  of  "national"  title 
insurance  accrue  to  persons  and  institutions  investing  in  real 
estate  in  different  parts  of  the  country.  For  example,  many  life 
insurance  companies  invest  their  funds  in  real  estate,  particu- 
larly farm  loans,  and  they  are  finding  this  method  of  title  guar- 
antee a  very  excellent  way  to  protect  their  investments. 

Types  of  Policies 

The  business  of  title  insurance  has  not  yet  been  completely 
standardized,  and  various  forms  of  contracts  exist.  There  are, 
however,  two  principal  types  of  policies,  one  covering  the 
owner's  risk  and  the  other  the  mortgagee's  risk,  although  many 
special  policies  covering  certain  phases  of  either  kind  of  risle 
arc  written. 

1.  Owner's  risk. — An  analysis  of  a  typical  policy  of  this 
kind  is  pven  below : 

A.  The  insuring  clause. — ^The  usual  policy  protecting  the 
title  of  the  owner  of  property  promises  indemnity 

'^r  loss  not  exceeding  $ which  the  insured  sustains  (1)  by  reason 

of  any  defect  of  the  title  of  the  insured  to  the  estate  or  interest  described  in 
Sdiedule  A  hereto  annexed,  affecting  the  premises  described  in  said  schedule,  or 
(2)  by  reason  of  the  unmarketability  of  the  title  of  the  insured  described  in  said 
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schedule  to  or  in  said  premises,  or  (3)  because  of  liens  or  incumbrances  against 
the  same  at  the  date  of  this  Policy;  excepting  the  defects,  estates,  objections, 
liens  or  incumbrances  mentioned  in  Schedule  B,  or  excepted  by  the  conditions  of 
this  Policy,  hereto  annexed,  and  hereby  incorporated  into  this  contract,  the  loss 
and  the  amount  to  be  ascertained  in  the  manner  provided  in  the  annexed  con- 
ditions, and  to  be  payable  upon  compliance  by  the  insured  with  the  stipulations 
of  said  conditions,  and  not  otherwise/' 

The  "Schedule  A"  referred  to  sets  forth, 

"(1)  The  estate  or  interest  of  the  insured  covered  by  this  Policy.  (2)  Descrip- 
tion of  the  property  the  title  to  which  is  insured.  (3)  The  deed  or  other  means 
by  which  title  or  interest  is  vested  in  the  insured." 

"Schedule  B"  is  a  statement  showing 

''estates,  interests,  defects  or  objections  to  title,  and  liens,  charges  and  incum- 
brances affecting  said  premises  or  the  estate  or  interest  insured,  which  do  or 
may  now  exist,  and  against  which  the  Company  does  not  insure  or  ag^ee  to 
indemnify." 

If  the  abstract  shows  defects  in  the  title,  they  insert  them  at 
this  point. 

B.  The  policy  conditions. — ^The  policy  conditions  contain 
limitations,  stipulations,  definitions,  promises,  and  explanations 
which  may  be  grouped  as  follows : 

( 1 ) .  Defend  insured  against  suit. — ^The  policy  promises  to 
defend  the  insured  in  all  actions  or  proceedings  founded  on  a 
claim  of  title  or  incumbrance  prior  in  date  to  the  policy. 

(  2 ) .  Conditions  under  which  loss  must  arise. — ^The  specilfic 
conditions  under  which  loss  may  arise  are  enumerated  in  the 
policy,  which  provides  that  no  claim  shall  arise  under  the  policy 
except   in    the    case   just   mentioned  in    regard   to   suit    and 

"in  the  following  cases:  (I)  Where  there  has  been  a  final  judgment  rendered 
in  a  court  of  competent  jurisdiction,  under  which  the  insured  may  be  dispossessed 
or  evicted  from  the  premises  covered  by  this  Policy,  or  from  some  part  or  un- 
divided share  of  interest  therein.  (II)  Where  there  has  been  a  final  determina- 
tion adverse  to  the  title,  as  insured,  in  such  a  court,  upon  a  lien  or  incumbrance 
not  excepted  in  this  Policy.  (HI)  Where  the  insured  shall  have  contracted,  in 
good  faith,  in  writing,  to  sell  the  insured  estate  or  interest,  and  the  title  has  been 
rejected  because  of  some  defect  or  incumbrance  not  excepted  in  this  Policy,  and 
notice  in  writing  of  such  rejection  shall  have  been  given  to  the  Company  within 
ten  days  thereafter.  The  Company  shall  in  that  case  have  the  option  of  paying 
the  loss,  of  which  the  insured  must  present  proper  proof,  or  of  commencing  or 
defending  within  30  days  after  receiving  such  notice,  either  in  its  own  name  or 
at  its  option  in  the  name  of  the  insured,  some  proper  action  or  proceeding,  begun 
or  to  be  begun  in  a  court  of  competent  jurisdiction,  for  the  purpose  of  deter- 
mining the  validity  of  the  objection  alleged  by  the  vendee  to  the  title,  and  only  in 
.case  a  final  determination  is  made  in  such  action  or  proceeding,  sustaining  the 
objection  to  the  title,  shall  the  Company  be  liable  on  this  Policy.  (IV)  Where 
in  cases  of  insurance  on  the  interest  of  a  mortgagee,  the  mortgage  has  been 
adjudged,  by  a  final  determination  in  a  court  of  competent  jurisdiction,  to  be  a 
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lien  inferior  to  that  designated  in  this  Policy;  or  where  on  foreclosure  of  the 
mortgage,  the  purchaser  under  the  judgment  in  the  action  has  been  relieved  by 
die  court  from  his  purchase  by  reason  of  the  existence  of  some  defect  in  the  title 
or  from  some  incumbrance  thereon  not  excepted  in  this  Policy.  (V)  Where  the 
insured  shall  have  negotiated  a  loan  on  the  security  of  a  mortgage  on  the  in- 
sored  estate  or  interest,  and  the  title  shall  have  been  rejected  by  the  proposed 
lender,  the  Company,  if  there  is  no  dispute  as  to  the  facts,  will  consent  to  the 
tobmission  of  the  question  of  a  validity  of  the  title  as  insured  to  the  Appellate 
Division  of  the  Supreme  Court  in  the  Department  in  which  is  situated  the  prop- 
erty aflFected  by  this  Policy,  and  upon  the  judgment  of  that  court  in  such  action 
shall  depend  the  liability  of  the  Company.  (VI)  Where  the  insured  shall  have 
transferred  the  title  insured  by  an  instrument  containing  covenants  in  regard  to 
ntle  or  warranty  thereof  and  there  has  been  a  final  judgment  rendered  in  a 
court  of  competent  jurisdiction  against  the  assured,  his  executors  or  adminis- 
trators, on  any  of  such  covenants  or  warranty  and  because  of  some  defect  of 
tide  or  iDCumbrance  against  which  the  holder  of  this  Policy  is  hereby  insured.*' 

(3).  Effect  of  misstatement. — If  any  untrue  statement  af- 
fecting the  insurance  was  made  by  the  insured  or  his  agent,  or  if 
there  was  any  suppression  of  a  material  fact,  the  policy  is  void. 

(4).  Assignment  of  policy. — No  transfer  of  the  policy  is 
permitted. 

"Except  that  a  policy  held  by  the  owner  of  a  mortgage  or  other  incumbrance  may 
be  transferred  to  an  assignee  of  the  interest  insured,  or  to  the  purchaser  at  a  sale 
ander  foreclosure  where  the  property  sold  is  bought  by  or  for  the  insured,  and 
except  also  in  such  other  cases  as  the  Company  may,  by  special  agreement, 
permit" 

In  any  event,  the  transfer  must  have  the  approval  of  the  com- 
pany before  it  is  valid. 

(S).  Reduction  of  premium  on  new  policy: 

'•Whenever  the  holder  of  a  policy  on  his  title  as  owner  in  fee  or  of  a  leasehold 
shall,  within  seven  years  from  the  date  of  the  Policy,  sell  or  mortgage  any  or 
all  of  the  real  estate  therein  described,  and  shall  within  thirty  days  thereafter 
apply  for  a  new  Policy  on  the  same  title,  to  be  issued  to  the  grantee  or  mortgagee, 
then,  if  the  risk  be  again  accepted  by  the  Company,  the  former  Policy  shall  be 
sorrendered  and  canceled,  and  one-half  of  the  sum  paid  as  premium  therefor 
will  be  allowed  as  a  deduction  from  the  premium  on  the  new  Policy." 

(6).  Duties  of  insured  if  title  is  attacked: 

*1n  case  any  action  or  proceeding  is  begun,  the  object  or  effect  of  which  shall 
or  may  be  to  impugn,  attack  or  call  in  question  the  validity  of  the  title  hereby 
insured,  as  insured,  or  to  raise  any  material  question  relating  to  a  claim  or 
incumbrance  hereby  insured  against,  or  to  cause  any  loss  or  damage  for  which 
the  Company  shall  or  may  be  liable  under  or  by  virtue  of  any  of  the  terms  or 
conditions  of  this  policy,  or  in  case  any  action  or  proceeding  is  begun  that 
may  have  such  object  or  effect,  it  shall  be  the  duty  of  the  insured  at  once  to 
oodfy  the  Company  of  such  fact,  in  writing.  In  such  cases  and  in  all 
cases  where  this  Policy  requires  the  Company  to  prosecute  or  defend,  it  shall 
be  the  duty  of  the  insured  to  secure  to  it  the  right  and  opportunity  to  main- 
tain or  defend  the  action  or  proceeding,   and   all   appeals  from   any  deter- 
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mination  therein,  and  to  give  it  all  reasonable  aid  therein,  and  to  permit  it  to 
UBe,  at  its  option,  the  names  of  the  insured.  If  such  notice  shall  not  be  given  to 
the  Company  within  ten  days  after  the  service  of  the  first  summons  or  other 
process,  paper  or  pleading,  in  such  action  or  proceedings,  then  this  Policy  shall 
be  void.  Provided,  however,  that  an  assignee  for  value  of  the  Policy,  with  the 
consent  of  the  Company  thereon  endorsed,  shall  not  be  affected  by  any  such 
failure  to  notify,  if  such  assignee,  through  ignorance  of  the  fact  of  such  action 
or  proceeding  having  been  be^un,  shall  have  been  unable  to  give  or  cause  to  be 
given  the  notice  required  by  these  conditions ;  and  provided,  also,  that  no  failure 
to  give  such  notice  shall  affect  the  Company's  liability,  if  such  failure  has  not 
prejudiced  and  cannot  in  the  future  prejudice  the  Company.  The  Company  will 
pay,  in  addition  to  the  amount  of  the  loss,  all  costs  imposed  on  the  insured  in 
litigation  carried  on  by  it  for  the  insured  under  the  requirements  of  this  Policy, 
but  it  will  in  no  case  be  liable  for  the  fees  of  any  counsel  or  attorney  employed 
by  the  insured,  and  the  costs  and  loss  paid  shall  not  together  exceed  the 
amount  of  this  Policy." 

(7).  Adjustment  of  loss: 

"In  every  case  where  the  liability  of  the  Company  has  been  definitely  dxed 
in  accordance  with  these  conditions,  the  loss  or  damage  shall  be  payable  within 
thirty  days  thereafter.  Provided,  however,  that  in  every  case,  the  Company 
may  demand  a  valuation  of  the  insured  estate  or  interest,  to  be  made  by  three 
arbitrators,  or  any  two  of  them,  one  to  be  chosen  by  the  insured  and  one  by 
the  Company,  and  the  two  thus  chosen  selecting  an  umpire;  and  then  no  right 
of  action  shall  accrue  until  thirty  days  after  notice  of  such  valuation  shall  have 
been  served  upon  the  Company,  and  the  insured  shall  have  tendered  a  convey- 
ance or  transfer  of  the  insured  estate  or  interest  to  a  purchaser  to  be  named 
by  the  Company,  at  such  valuation,  less  the  amount  of  any  incumbrance  on  said 
insured  estate  or  interest  not  hereby  insured  against,  and  the  Company  shall 
have  failed  within  that  time,  said  tender  being  during  that  time  kept  good,  to 
find  a  purchaser  for  the  estate  or  interest  upon  such  terms.  And  provided,  also, 
that  this  Company  shall  always  have  the  right  to  appeal  from  any  adverse 
determination ;  but  no  appeal  shall  operate  to  delay  the  payment  of  the  loss,  if 
the  insured  shall  give  to  the  Company  satisfactory  security  for  the  repayment 
to  the  Company  of  the  amount  of  such  loss  in  case  there  shall  be,  ultimately, 
a  determination  in  favor  of  the  Company.  And  provided,  further,  that  in  ever^ 
case  the  Company  shall  have  the  option  of  settling  the  claim  or  paying  this 
Policy  in  full;  and  the  payment  or  tender  of  payment  to  the  full  amount  of 
this  Policy  shall  determine  all  liability  of  the  Company  under  iL" 

It  is  also  provided  that  payments  under  the  policy  shall  reduce 
the  amount  of  insurance  by  such  amount. 

(8).  Subrogation: 

''Whenever  the  Company  shall  have  settled  a  claim  under  this  Policy,  it  shall 
be  entitled  to  all  the  rights  and  remedies  which  the  insured  would  have  had 
against  any  other  person  or  property  in  respect  to  such  claim,  had  this  Policy 
not  been  made,  and  the  insured  will  transfer  or  cause  to  be  transferred  to  the 
Company  such  rights,  and  permit  it  to  use  the  name  of  the  insured  for  the 
recovery  or  defense  thereof.  If  the  payment  does  not  cover  the  loss  of  the 
insured,  the  Company  shall  be  subrogated  to  such  rights,  in  the  proportion 
which  said  payment  bears  to  the  amount  of  said  loss  not  covered  by  said  pay- 
ment. And  the  insured  warrants  that  such  right  of  subrogation  shall  vest  in 
the  Company  unaffected  by  any  act  of  the  insured/' 
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(9).  Items  not  covered: 

"Defects  and  incumbrances  arising  after  the  date  of  this  Policy  or  created  or 
suffered  by  the  insured,  and  assessments  not  confirmed  at  the  date  of  this 
Policy,  are  not  to  be  deemed  covered  by  it;  and  no  approval  of  any  transfer  of 
this  Policy  shall  be  deemed  to  make  it  cover  any  such  defect,  incumbrance  or 
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2.  Mortgagee's  risk. — The  policy  protecting  the  mortgagee 
is  somewhat  different  from  that  issued  to  the  owner,  and  is 
more  than  pure  title  insurance  because  it  not  only  protects  him 
in  case  of  title  defects,  but  also  as  to  payment  of  the  principal 
and  interest  on  the  mortgage.  A  typical  contract  of  this  type 
guarantees  to  the  insured  "and  to  such  subsequent  owners  of  the 
bond  and  mortgage  described  in  Schedule  A,  as  shall  give  to  the 
Company  prompt  notice  and  proof  of  such  ownership" : 

a.  Payment  of  the  interest  on  the  said  bond  and  mortgage 

at  the  rate per  centum  per  annum,  from  when  the 

same  becomes  due  under  the  terms  thereof. 

b.  Payment  of  the  principal  of  the  said  bond  and  mortgage 
as  soon  as  collected,  and  in  any  event  within  twelve  months 
after  the  same  becomes  due  under  the  terms  thereof,  with 
regular  payment  meanwhile  of  the  interest  at  the  rate  hereby 
guaranteed. 

c.  To  continue  this  guarantee  on  any  extension  of  the  said 
mortgage  to  which  the  Company  shall  consent  in  writing. 

d.  That  the  said  mortgage  Is  a  valid  first  lien  upon  a  good 
and  marketable  title  in  fee  to  the  property  described  in 
Schedule  "A." 

c.  To  keep  the  mortgaged  premises  insured  against  fire,  and 
to  enforce  prompt  payment  of  all  fire  insurance  premiums  and 
all  taxes,  assessments  and  water  rates  which  may  become  liens 
thereon. 

f .  To  conduct  without  expense  to  the  insured  all  actions  or 
proceedings  that  it  may  deem  necessary  to  take  in  connection 
with  this  guarantee,  or  the  said  bond  or  mortgage,  and  any 
action  that  may  be  brought  against  the  insured  as  the  owner 
thereof.* 

On  the  other  hand,  the  insured  agrees : 

a.  That  the  Company  is  the  agent  of  the  insured  to  collect 

'The    ''Schedule    A''   referred   to   is   a   description    of    the   real    property 
inTolved. 
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all  the  interest  and  principal  secured  by  said  bond  and  mortgage, 
and  to  exercise  and  enforce  any  right  or  option  secured  to  the 
insured  thereby,  and  by  any  policy  of  fire  insurance  upon  the 
premises  covered  by  said  mortgage,  and  to  bring  in  the  name  of 
the  insured  any  action  that  may  be  necessary  in  connection  there- 
with, and  to  receive  any  proceeds  thereof. 

b.  To  refrain  from  collecting  any  part  of  the  said  interest 
or  principal,  and  from  exercising  any  right  or  option  secured  by 
the  said  bond  or  mortgage,  or  by  any  policy  of  fire  insurance  cov- 
ering the  mortgaged  premises,  and  from  doing  anything  which 
in  any  way  affects  the  validity,  or  the  security,  or  the  terms  of 
the  said  bond  and  mortgage. 

c.  To  permit  the  Company  to  retain  as  its  premium  for  this 
guarantee  all  interest  collected  in  excess  of  the  rate  hereby  guar- 
anteed, and  to  have  possession  of  all  fire  insurance  policies  cov- 
ering the  mortgaged  premises. 

d.  To  produce  and  deposit  the  said  bond  and  mortgage  with 
the  Company  upon  its  request,  and  to  render  such  reasonable 
assistance  as  the  Company  may  require  in  any  proceedings  taken 
in  connection  therewith. 

e.  To  notify  the  Company  in  writing  promptly  of  any  action 
or  proceeding  affecting  said!  bond  or  mortgage  and  to  forward 
to  the  Company  promptly  any  notice  relating  to  any  policy  of 
fire  insurance  affecting  the  mortgaged  premises. 

f .  To  assign  said  bond  and  mortgage  to  the  Company  if  re- 
quested, upon  receipt  from  it  of  the  full  amount  due  the  in- 
sured, whenever  under  the  terms  thereof  payment  of  the  prin- 
cipal may  be  demanded. 

3.  Special  policies. — Many  times  neither  of  the  two  policies 
just  explained  will  meet  the  needs  of  persons  with  peculiar  in- 
terests in  property  and  special  policies  are  therefore  written. 
Common  illustrations  of  this  are  when  it  is  desirable  to  guar- 
antee a  certain  feature  of  a  will  relating  to  property  or  to  guar- 
antee that  certain  agreements  or  restrictions  concerning  specific 
plots  of  land  are  legal.  In  these  cases  the  extent  of  the  pecu- 
niary interest  of  the  insured  is  usually  much  more  difficult  to  as- 
certain than  in  the  ordinary  owners'  and  mortgagees'  policies. 
Consequently,  the  companies  are  very  careful  when  issuing  such 
contracts  and  charge  a  high  premium  because  of  the  great  risk. 
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The  Premium 

The  premium  varies  with  the  company  and  depends  largely 
on  local  conditions  and  the  kind  of  policy.  The  rates  published 
by  a  company  doing  a  national  title  insurance  business  are  as 
follows : 

OWNERS'  POLICIES 

Per  Thousand 

Up  to  $25,000  $5.00 

Over    25,000  to  $50,000,  add 4.00 

Over     50,000  to  100,000,  add 3.00 

Over  100,000,  add 2.50 

These  fees  for  owners'  policies  are  based  on    the  actual    market  value  of 
property  insured, 

MORTGAGEES'  POLICIES 

Up  to  $50,000 $3.50 

Over      50,000,  add 2.50 

The  fees  for  mortgagees'  policies  are  based  on  the  amount 
of  the  loan. 

These  fees  arc  for  insurance  only  and  the  cost  of  examina- 
tion and  other  items,  such  as  survey,  must  be  added  to  the  pre- 
mium. In  the  case  of  the  owners'  policy  one  single  payment  at 
the  beginning  of  the  policy  is  the  only  payment  ever  required  as 
long  as  there  is  no  change  in  the  title.  While  there  is  no  addi- 
ticHial  insurance  premium  on  the  mortgagee's  policy  its  equiva- 
lent is  accomplished  by  promising  to  pay  ^  stipulated  rate  of  in- 
terest to  the  mortgagee,  while  the  mortgagor  pays  a  rate  some- 
what higher  to  the  insurance  company.  The  latter  payment 
usually  exceeds  the  former  by  about  ^  of  1  per  cent. 

Guaranteed  mortgages. — Along  with  the  regular  title  insur- 
ance business  there  has  developed  an  investment  guarantee  busi- 
ness  of  such  magnitude  that  it  deserves  special  mention. 

The  title  Insurance  companies  purchase  first  mortgages  on 
improved  real  estate  and  then  guarantee  and  issue  them  in  two 
different  forms: 

1 .  Guaranteed  First  Mort gages. — From  a  list  of  mortgages 
purchased  by  the  insurance  company  a  customer  may  select  one, 
let  us  say,  for  $10,000.  When  he  pays  for  it  the  company 
assigns  to  him  the  mortgage  of  record,  giving  him  the  note,  the 
mortgage,  the  assignment  if  he  desires  the  same,  title  and  fire 
insurance  papers,  and  a  mortgage  insurance  policy  which  guar- 
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antees  a  fixed  net  rate  of  interest  and  the  return  of  the  princi- 
pal. 

2.  Guaranteed  First  Mortgage  Certificates. — ^The  mortgages 
are  assigned  under  a  trust  agreement  to  an  independent  trust 
company  and  guaranteed  as  to  principal  and  interest.  Certifi- 
cates against  these  mortgages  are  then  issued  in  multiples  of 
$100  and  sold  to  investors.  Nothing  could  be  much  safer,  as 
the  certificates  represent  an  assignment  of  an  interest  in  mort- 
gages that  are  reinforced  by : 

a.  Policies  of  mortgage  insurance. 

b.  Certificates  of  appraisal,  showing  that  the  value  of  the 
property  covered  is  at  least  SO  per  cent  in  excess  of  the  mortgage. 

c.  Policies  of  fire  insurance. 

Advantages  of  title  insurance. — From  the  foregoing  explan- 
ation it  can  be  seen  that  title  insurance  differs  from  other  con- 
tracts of  insurance  in  that  it  deals  more  with  the  possibilities  of 
the  past  than  with  the  future.  This,  however,  is  due  to  the  na- 
ture of  the  risk  and  does  not  deprive  the  insurance  of  certain  ad- 
vantages which  may  be  briefly  stated  as  follows : 

1.  It  protects  an  owner  against  loss  in  case  a  defect  appears 
in  the  title  to  his  property.  The  possibility  of  this  circumstance 
arising  can  be  appreciated  from  a  list  of  common  defects  that 
are  disclosed  at  inopportune  times  and  vitally  affect  the  title : 

a.  The  records  may  not  show  a  deed  or  mortgage,  which 
could  not  therefore  be  found  in  the  ordinary  examination,  but 
nevertheless  may  affect  the  title. 

b.  One  of  the  deeds  in  the  chain  of  title  may  be  a  forgery. 

c.  A  deed  may  have  been  made  under  a  power  of  attorney 
after  the  death  of  the  principal,  which  renders  it  void. 

d.  Another  may  have  been  made  by  an  insane  or  other- 
wise incompetent  person. 

e.  Another  may  have  been  made  by  a  person  of  the  same 
name  as  the  owner,  but  having  no  interest. 

f.  A  husband  may  not  have  united  in  the  conveyance  with 
his  wife,  in  which  case  her  deed  is  void. 

g.  A  wife  may  not  have  united  in  her  husband's  deed,  leav- 
ing her  dower  right  outstanding. 

h.  A  testator  may  have  had  a  child  born  after  the  date  of 
his  will,  who  might  claim  his  share,  notwithstanding  the  will. 

i.  A  will  may  have  been  revoked  by  the  marriage  of  the 
testator  after  its  date. 
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j.  A  conveyance  by  heirs  of  a  supposed  intestate  may  be 
defeated  by  the  subsequent  discovery  of  a  will. 

k.  A  retrospective  assessment  for  taxes  or  reapportion- 
ment of  the  cost  of  local  improvements  might  be  made. 

1.  An  heir  or  other  person  supposed  to  be  dead  may  ap- 
pear and  recover  the  property. 

m.  A  judgment  upon  which  the  title  depends  may  be  void 
by  reason  of  some  matter  not  appearing,  e.g.,  service  of  process 
on  the  wrong  person,  failure  to  include  all  proper  parties,  want 
of  authority  of  attorney  to  represent  party,  etc. 

2.  It  defends  the  insured  in  case  of  a  lawsuit  involving  the 
tide. 

3.  It  makes  property  marketable.  The  knowledge  that  an 
insurance  company  has  guaranteed  a  title  prevents  the  circula- 
tion of  harmful  rumors  concerning  the  title  to  property.  Thus, 
it  not  only  makes  the  property  easier  to  sell  but  also  increases 
the  possibility  of  obtaining  a  higher  price. 

4.  It  relieves  a  mortgagor  of  all  worry  concerning  the  collect- 
tion  of  his  principal  and  interest.  Not  only  is  he  protected 
against  loss  because  of  the  unmarketability  of  the  title  but  the 
payment  of  principal  and  interest  are  guaranteed. 

5.  It  provides  a  safe  and  profitable  investment  in  the  form  of 
guaranteed  mortgages  and  mortgage  certificates. 


Chapter  XXII 

CREDIT  INSURANCE 

Business  failures. — All  well-managed  business  houses  can  de- 
termine in  advance  and  with  some  degree  of  accuracy  each  item 
in  their  overhead  expense  except  one — the  credit  loss  due  to  bad 
accounts.  Not  knowing  what  this  loss  may  be,  yet  wishing  to' 
make  some  preparation  in  advance,  many  concerns  maintain  a 
reserve  for  "bad  debts"  or  "doubtful  accounts."  The  amount 
set  aside  for  this  purpose  is  guessed  at  in  various  ways,  usually 
being  the  amount  ascertained  by  experience  to  be  the  average 
annual  loss.  This  is  a  very  satisfactory  method  in  a  normal  or 
average  year,  but  just  when  least  expected  these  losses  fre- 
quently far  exceed  the  amount  for  which  provision  was  made. 
Thus,  the  loss  of  one  large  account  may  wipe  out  the  profit  on 
a  hundred  others,  and  if  the  loss  is  very  heavy  it  may  result 
in  financial  embarrassment  or  even  ruin. 

These  losses  are  the  result  of  the  method  of  doing  business 
on  credit,  less  than  5  per  cent  of  our  commercial  transactions 
being  made  for  cash.  As  long  as  we  continue  our  present  sys- 
tem and  men  remain  human  and  fallible  wt  can  expect  such 
losses,  for  it  has  been  found  by  experience  that  there  are  at 
least  as  many  business  failures  as  successes.  The  causes  for 
these  failures  are  rather  numerous  and  have  been  the  subject 
of  much  investigation  by  the  mercantile  agencies.  Bradstreet^s 
have  compiled  failure  statistics  for  many  years  with  the  follow- 
ing results  as  to  the  causes  and  their  distribution. 

Per  Cent 

Incompetence  38.2 

Inexperience    5.6 

Lack  of  Capital 30.3 

Unwise  Credits 1.3 

Fraud  7.0 

Failure  of  Others 1.7 

Extravagance    1.1 

Neglect   1.7 

Competition   1.1 

Specific  Conditions  11.3 

Speculation 7 

100.0 

Unfortunately,  these  figures  do  not  alone  tell  the  tale.  If 
they  did  possibly  some  specific  remedies  could  change  them. 

322 
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The  conditions  which  bring  these  causes  to  light  are  usually  more 
fundamental  than  the  names  given  would  indicate,  and  the  fact- 
ors underlying  the  axiom  'Vhen  prices  rise  failures  decrease; 
when  prices  fall  failures  increase''  possibly  go  far  to  explain  the 
primary  cause  of  many  failures.  The  solution  would  then  seem 
to  be  price  stabilization,  a  thing  which  now  appears  impossible 
and  perhaps  will  always  be  so,  because  of  our  peculiar  trade  con- 
ditions. 

The  conditions  referred  to  arc  the  periodic  "trade  convul- 
sions" which  occur  in  this  country.  Other  countries  have  their 
peaks  and  valleys  in  business  conditions  but  nowhere  else  are 
they  so  violent  or  so  frequent  as  in  the  United  States.  Specula- 
tion and  over-extension  of  credit  are  usually  blamed  for  these 
upheavals,  the  speculation  really  resulting  from  the  over-exten- 
sion of  credit.  The  actual  process  by  which  tljiis  takes  place  may 
be  traced  somewhat  as  follows:  Starting  at  the  point  where 
money  becomes  plentiful  and  the  banks  are  willing  to  loan  at 
a  low  rate  of  interest,  we  find  that  prices  in  some  quarters  be- 
gin to  rise.  This  stimulates  confidence.  Business  men  begin 
to  extend  more  credit  to  customers  and  these  customers  in  turn 
extend  more  credit  to  their  customers  and  so  on  ad  infinitum. 
This  means  that  credit  is  accumulating  like  an  inverted  pyra- 
mid, all  depending  on  the  money  and  the  attitude  of  the  bankers 
at  the  base.  If  the  credit  extended  is  confined  to  certain  limits 
the  base  can  support  the  pyramid,  but  that  is  not  the  way  the 
American  people  do  things.  The  rise  in  prices  sets  the  wheels 
of  industry  turning  and  suddenly  everybody  becomes  optimistic 
beyond  belief;  then  credit  is  extended  beyond  the  line  of  safety, 
trade  is  expanded  beyond  need,  prices  are  increased  beyond  rea- 
son, speculation  is  rampant,  money  is  spent  foolishly  and  ex- 
travagantly, and  just  when  we  conclude  that  a  "Utopia"  has 
been  achieved  the  rubber  band  of  credit  snaps  and  we  plunge 
headlong  into  a  period  of  depression  and  pessimism. 

What  causes  this  sudden  change  ?  Somewhere  along  the  line 
the  ability  of  some  debtors  to  pay  was  doubted.  This  has  re- 
sulted in  the  curtailing  of  credit  and  in  the  withdrawal  of  one 
of  the  supporting  blocks  at  the  base  of  the  pyramid.  All  busi- 
ness being  interdependent  the  pestilence  spreads  rapidly.  Con- 
traction begets  contraction  and  this  results  in  falling  prices  and 
increasing  failures.  Accounts  that  were  thought  to  be  the  best 
arc  found  worthless.  Everybody  doubts  everybody  else,  and 
industry  as  a  whole  slows  down  to  the  detriment  of  all. 
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Surely  some  method  should  be  devised  whereby  this  evil 
could  be  eliminated.  Credit  insurance  has  been  one  of  the 
suggested  means  to  accomplish  this.  Credit  insurance  cannot 
eliminate  failures  nor  can  it  prevent  trade  cycles,  but  it  can  at 
least  mitigate  the  usual  disastrous  consequences  of  sudden  price 
changes  by  giving  merchants  confidence  in  their  book  ac- 
counts. Furthermore,  it  does  not  and  should  not  foster  con- 
cerns with  inherent  defects ;  but  it  can  reduce  a  large  part  of 
the  loss  due  merely  to  lack  of  confidence,  which  reaches  many 
millions  each  year.  In  fact,  the  total  credit  loss  over  a  period 
of  years  averages  greater  than  the  fire  losses,  although  a 
large  portion  of  this  is  ^^normaP^  loss  and  not  regarded  as 
within  the  scope  of  credit  insurance.  Nevertheless,  any  sys- 
tem which  can  in  any  way  decrease  failures  is  an  economic 
benefit  to  the  country  and  deserves  encouragement.  In  order 
better  to  understand  the  plan  and  functions  of  credit  insurance 
we  will  proceed  with  an  explanation  of  the  existing  scheme. 

General  plan  of  credit  insurance. — Credit  insurance  provides 
a  contract  of  indemnity  promising  to  reimburse  a  wholesaler, 
manufacturer  or  jobber  for  the  unusual  losses  incurred  by  him 
through  the  failure  of  his  customers  to  meet  their  obligations. 

This  is  not  its  sole  purpose,  because  it  is  intended  that  it  shall 
promote  prudent  selling  either  (1)  by  insuring  only  those  ac- 
counts that  have  a  good  credit  rating  for  a  limited  amount  on  in- 
dividual debtors  or  (2)  by  charging  a  higher  premium  for  in- 
ferior ratings  and  large  amounts  on  individual  debtors.  An- 
other purpose  is  to  furnish  a  collection  service  for  its  policy- 
holders. This  is  conducted  for  the  protection  of  the  insured  as 
well  as  the  insurance  company,  and  has  proven  a  valuable  means 
of  minimizing  losses. 

Types  of  policies. — Two  principal  types  of  policies  are  be- 
ing written,  one  known  as  the  "Limited"  and  the  other  the 
"Unlimited." 

1.  The  "Limited"  policy  is  one  having  a  face  value  which  is 
the  maximum  total  liability  of  the  insurer.  Thus,  if  the  policy 
has  a  face  of  $25,000  and  the  insured  sustains  losses  aggregat- 
ing $50,000  he  is  only  partially  insured  even  though  all  the 
lost  accounts  were  within  conservative  credit  limits. 

2.  The  "Unlimited"^  policy  makes  no  provision  for  a  maxi- 
mum total  liability  and  has  no  face  value.  As  long  as  the  indi- 
vidual losses  come  within  the  amounts  specified  in  the  "Table 

'  See  Appendix  CXIII  or  CXIV. 
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of  Ratings,"  contained  in  the  policy  they  will  be  paid  regard- 
less of  the  total  amount. 

Both  types  are  written  with  many  variations,  of  which  the 
more  important  will  be  explained. 

a.  It  is  now  customary  to  provide  for  coinsurance  on  all 
losses,  the  usual  amount  being  10  per  cent,  but  this  is  higher 
on  inferior  ratings. 

b.  Some  policies  provide  that  an  account,  in  order  to  be 
covered,  must  be  placed  in  the  hands  of  the  insurance  com- 
pany for  collection  within  a  specified  time  after  it  is  past  due. 
Others  make  such  action  elective  with  the  insured,  and  when 
this  is  the  case  the  policy  is  termed  **optional." 

c.  An  additional  premium  is  sometimes  necessary  and  is  ad- 
justed according  to  the  volume  of  sales  when  they  are  ascer- 
tained. Where  such  additional  premiums  can  be  collected  the 
policy  is  called  **assessable." 

The  effect  of  these  different  provisions  will  be  better  under- 
stood from  the  policy  analysis  which  follows,  explaining  the  two 
most  important  '^unlimited"  policies,  either  one  or  the  other  of 
these  containing  the  provisions  referred  to. 

The  policy  analysis. — ^The  analysis  ^hich  follows  pertains 
only  to  the  unlimited  policies.  Since  there  are  two  principal 
policies  of  this  kind  they  will  henceforth  be  designated  as  policy 
"A*'  and  policy  *'B",  and  in  those  portions  of  the  two  policies 
where  there  is  a  material  difference  the  clauses  of  each  will  be 
discussed  under  these  headings. 

1.  The  application.* — ^When  credit  insurance  is  desired,  the 
application  is  made  to  the  insurance  company  for  a  bond  of  in- 
demnity. This  application  contains  statements  on  the  basis  of 
which  the  rejection  or  acceptance  is  made.  The  applications  are 
alike  for  policy  "A"  and  policy  **B",  and  the  most  important 
statements  contained  therein  are : — 

a.  The  mercantile  agency  whose  ratings  are  used  as  a 
basis  for  the  extension  of  credit. 

b.  The  line  and  nature  of  the  business  and  how  long  in  it. 

c.  Territory  covered. 

d.  Usual  terms  of  sale. 

e.  Contemplated  changes  in  method  of  doing  business. 

f .  The  gross  sales  and  losses  over  the  last  five  or  six  years. 

2.  The  insuring  clause. — ^The  insuring  clause  of  policy  "A" 
reads  as  follows : 

■  See  Appendix  CXIV  or  CXV. 
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'^The Insurance  Company  hereby  guarantees,  under  the  con- 
ditions and  subject  to  the  stipulations  set  forth  on  the  within  pages of 

engaged  in  the  business  of against  loss  due  to 

insolvency  of  debtors,  as  hereinafter  defined,  which  shall  occur  within  a  term 

beginning  the day  of 19 ,  and  ending  the day  of 

19 ,  and  result  from  the  Indemnified's  bona  fide  sales  of  mer- 
chandise shipped  and  delivered  during  said  term  in  the  usual  course  of  business 
to  individuals,  firms,  co-partnerships  or  corporations,  in  the  United  States  of 
America,  or  any  Territory  thereof,  and  in  the  Dominion  of  Canada;  and  which 
is  covered,  proven  and  allowed,  as  is  hereinafter  stipulated.  From  the  aggregate 
net  loss,  ascertained  in  adjustment  as  hereinafter  provided,  there  shall  be  de- 
ducted first  ten  per  cent  (10%)  thereof  as  coinsurance,  and  from  the  remainder 

an  agreed  Normal  Loss  of per  cent.,  to  be  borne  by  the  Indemnified,  upon 

the  total  gross  sales  made  during  said  term;  but  such  Normal  Loss  so  to  be 

deducted  shall  be  not  less  than  $ ;  and  the  remainder,  if  any,  after  said 

deductions,  shall  be  the  loss  payable  by  the  Company." 

Policy  "B"  is  to  the  effect  that: 

"The Insurance  Company  hereby  guarantees,  under  the  conditions  and 

subject  to  the  stipulations  set  forth  on  the  within  pages, of 

engaged  in  the  business  of ,  against  loss,  due  to  the  insolvency  of 

debtors  as  hereinafter  defined,  which  loss  shall  result  from  the  Indemnified's 
bona  fide  sales  of  merchandise  shipped  and  delivered  duting  the  Bond  period, 

beginning  the .day  of 19 and  ending  the 

day  of 19 to  individuals,  firms,  co-partnerships  or  cor- 
porations, in  the  United  States  of  America,  or  any  Territory  thereof,  and  in 
the  Dominion  of  Canada ;  and  which  is  covered,  proven  and  allowed,  as  is  here- 
inafter stipulated;  provided  the  accounts  have  been  placed  with  the  Company 
for  collection  before  they  are  more  than  seventy-five  (75)  days  past  due  under 
the  original  terms  of  sale,  and  provided  further  that  no  account  filed  with  the 

Company  after  the day  of 19 ,  shall  be  covered  by  this 

Bond.  From  the  aggregate  gross  loss  so  covered,  proven  and  allowed,  there 
shall  be  deducted,  first,  ten  per  cent  (10%)  thereof  as  coinsurance,  and  then  the 
other  amounts  hereinafter  provided  in  the  method  of  adjustment,  and  from  the 

aggregate  net  loss  thus  ascertained  an  agreed  Normal  Loss  of per  cent,  to 

be  borne  by  the  Indemnified,  upon  the  total  gross  sales  made  during  said  Bond 

period ;  but  such  Normal  Loss  so  to  be  deducted  shall  be  not  less  than  $ ; 

and  the  remainder,  if  any,  after  said  deductions  shall  be  the  loss  payable  by  the 
Company." 

Both  policies  cover  loss  due  to  insolvency  of  debtors  accord- 
ing to  the  definition  of  insolvency  as  stipulated  in  the  policy,  and 
both  provide  for  coinsurance  and  normal  loss;  but  there  are 
great  differences  between  the  two  policies.  Policy  "B"  says  that 
an  account  in  order  to  be  covered  must  be  placed  with  the  in- 
surance company  before  it  is  more  than  75  days  past  due  under 
the  original  terms  of  sale,  while  policy  "A''  does  not  mention 
this  and  makes  such  action  elective  with  the  policy-holder.  This 
is  of  great  value  where  the  insured  does  not  wish  to  take  a  risk 
and  yet  does  not  desire  to  press  his  debtor  by  placing  the  ac- 
count in  the  hands  of  the  insurance  company  for  collection.  It  is 
this  privilege  which  gives  rise  to  the  name  "Optional  Policy."^ 

'  See  Appendix  CXIII. 
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Another  important  difference  between  the  two  policies  is  the 
coin«urance  clause.  Policy  "A"  specifies  10  per  cent  deduction 
from  the  net  loss  and  policy  "B"  10  per  cent  deduction  from 
the  gross  loss.  This  will  be  explained  in  detail  under  the  loss 
adjustment. 

3.  The  premium. — The  premium  in  either  case  is  calculated 
in  accordance  with  the  experience  of  the  companies  and  is  based 
on  the  following : 

a.  The  statements  made  in  the  application. 

b.  The  maximum  coverage  for  individual  debtors  with 
specified  ratings. 

c.  Whether  there  is  a  provision  for  the  adjustment  of  the 
premium  on  the  basis  of  gross  sales  or  not. 

d.  The  amount  of  coinsurance. 

c.  The  period  the  policy  is  to  run  (usually  one  year). 

f.  Special  riders  and  endorsements. 
On  policy  "A'*  the  entire  premium  for  the  whole  period  is 
determined  and  paid  in  advance,  while  on  policy  **B"  the  pre- 
mium is  a  specified  percentage  of  the  total  gross  shipments  and 
deliveries  made  by  the  indemnified  during  the  period  the  policy 
is  in  force,  but  such  amount  cannot  be  less  than  the  stipulated 
minimum,  which  minimum  is  payable  in  advance  and  the  re- 
mainder, if  any,  upon  ascertainment  of  the  amount.  This  means 
that  a  person  holding  policy  "B"  cannot  tell  until  the  end  of  the 
period  how  much  the  contract  is  going  to  cost,  since  the  total 
sales  will  not  be  known. before  that  time.  It  should  be  men- 
tioned that  even  though  refund  is  made  by  the  insurer  in  either 
case,  the  adjustment  provided  for  in  policy  **B"  appears  to  be 
the  fairest  means  of  fixing  the  premium,  because  losses  usually 
vary  directly  with  sales  and  it  is  sometimes  impossible  to  accu- 
rately estimate  for  policy  "A"  the  gross  sales  for  a  whole  year 
in  advance,  so  that  the  premium  for  the  latter  may  frequently 
be  inexact. 

4.  Coverage. — ^We  have  mentioned  that  the  insurance  com- 
pany's application  must  name  a  mercantile  agency  whose  capi- 
tal and  credit  ratings  will  exclusively  govern  the  shipments 
made  under  the  policy.  The  insured  is  allowed  much  freedom 
of  choice  in  this  matter,  the  ratings  of  any  well-known  agency 
being  acceptable.  The  ratings  of  Bradstreet's  and  R.  G.  Dun 
&  Company  are  the  most  used  and,  because  of  their  importance, 
some  explanation  of  them  will  be  given. 
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BRADSTREET 


Estimated  Wealth 


Grades  of  Credit 


G 31,000,000  and  above    \ 

H 500.000  to  3 1.000,000/ 


AA 


J 400,000  to 

K 300,000  to 

L 250.000  to 

M 200.000  to 

N 150,000  to 

O 100.000  to 

P.., 75,000  to 

Q 50,000  to 

R 35.000  to 


S. 
T. 
U. 


V. 
W 


20.000  to 

10,000  to 

5,000  to 

3.000  to 
2,000  to 


500,000 
400,000 
300,000 
250,000 
200,000 

150,000] 

100,000 1 

75,000 1 

50,000^ 

35.0001 
20.000 
lO.OOOj 


5.0001 
3,000/ 


B 


B 


1,000  to  2.000 


D 


Y. 
Z. 


500  to 
Oto 


1.000\ 
500/ 


E 
F 


R.  G.  DUN  &  CO. 


Estimated  Pecuniary 
Strength 


General    Credit 


AA Over  31,000.000 Al 

A-h J750.000  to  31,000.000 Al 

A 500,000to      750,000 Al 


B+ 300,000  to 

B 200,000  to 

C+ 125,000  to 

C 75,000to 

D+ 50.000  to 

D 35.000  to 

E 20.000to 

F lO.OOOto 


G. 
H. 

J. 


5,000  to 
3,000  to 
2,000  to 


500,000 1 

300,000 1 

200,000 1 

125,000 xyi 

75.000 IK 

50.000 l}i 

35,000 2 

20,000 2K 


10,000, 
5,000. 
3,000. 


1 

1 

1 

1>^ 

IK 

IH 

2 

2 

2 

2K 
3 

3 
3 
3 


IK 
IK 

IK 
2 
2 
2 

2K 
2K 
2K 
3 


3K 
3K 
3K 


K. 


1,000  to         2,000 


L. 
M. 


500  to 
Less  than 


1,000. 
500 


3K 

3K 
3K 


High      Good       Fair      Lt*d. 


2 
2 
2 

2K 

2K 
3 

3 

3 

3K 

4 

4 
4 
4 


4 
4 
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It  will  be  noticed  from  these  tables  that  certain  letters  are 
used  to  designate  the  estimated  wealth  or  pecuniary  strength 
of  business  houses.  Bradstreet's  give  three  grades  of  credit, 
while  Dun  gives  four.  The  first  column  of  credit  ratings  in. 
cither  case  is  known  as  a  first  credit  rating;  the  second  column 
as  the  second  credit  rating,  etc.  For  example,  if  a  firm  is  rated 
AA-1  by  the  R.  G.  Dun  agency,  it  has  estimated  pecuniary 
strength  of  from  $500,000  to  $750,000  and  a  high  or  first 
credit  rating.  Or  if  it  is  rated  NB  in  Bradstreet's  it  means  that 
the  estimated  wealth  is  from  $150,000  to  $200,000  accompa- 
nied by  a  second  credit  rating.  The  heavy  lines  which  separate 
the  different  grades  of  credit  indicate  the  ratings  ordinarily  re- 
quired by  credit  insurance  companies  before  they  will  cover  a 
loss  and  then  only  for  an  individual  debtor  to  the  amount  spec- 
ified in  the  "table  of  ratings"  contained  in  the  policy. 
Practically  any  amount  of  coverage  up  to  the  capital  rating  can 
be  obtained  but  the  premium  charged  for  such  an  amount  is 
so  high  as  to  be  prohibitive.  The  individual  limits,  which  are 
considered  as  conservative  maximums,  are  given  in  the  table 
shown  below,  which  is  typical  of  the  limits  stipulated  in  a  credit 
insurance  policy. 

TABLE  OF  RATINGS  WITH  CONSERVATIVE  MAXIMUM  CREDIT  LIMITS 

(R.  G.  Dun  &  Company) 


Ra/ing 

Gross 
Amount 
Covered 

Rating 

Gross 
Amount 
Covered 

Rating 

Gross 
Amount 

Capita/ 

CreJit 

Capital 

Credit 

Capita/ 

Credit 

Covered 

AA 

A+ 

A 

B+ 

Al 

Ai 

Al 
1 

3100,000 

"75,000 

50,000 

45,000 

AA 
A 
A 
B 

1 
1 
1 

IK 

335,000 
30,000 
25,000 
20,000 

F 
F 
G 
G 

2}4 
3 
3 
3K 

32,500 
2,000 
1,250 
1,000 

No  loss  is  covered  under  a  policy  unless  the  debtor  to  whom 
the  goods  were  shipped  and  delivered  shall  have  in  the  latest 
published  book  of  the  chosen  Mercantile  Agency  at  the  date  of 
the  shipment,  a  capital  rating  and  its  accompanying  credit  rat- 
ing as  given  in  the  table  of  ratings  contained  in  the  policy.  If 
the  name  of  the  debtor  does  not  appear  in  the  latest  published 
book,  then  the  latest  report  of  said  agency  shall  govern,  if  that 
report  is  within  a  specified  time  of  the  shipment  (usually  three 
or  four  months). 
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The  gross  amount  covered  on  any  one  debtor  at  the  date  of 
insolvency  is  limited  to  the  amount  set  opposite  the  correspond- 
ing rating  of  the  debtor  in  the  '*table  of  ratings"  attached  to  the 
policy. 

Coverage  is  further  restricted  by  the  operation  of  a  coin- 
surance clause  and  by  the  deduction  of  the  so-called  '^normal 
loss."  Both  are  illustrated  in  the  section  on  ''adjustment  of 
loss." 

5.  Insolvency. — ^The  insuring  clause  promises  indemnity 
''against  loss  due  to  insolvency  of  debtors  as  hereinafter  de- 
fined." Such  definitions  may  be  divided  into  two  groups;  the 
first  where  the  account  is  filed  with  the  company  for  collection 
and  the  second  when  certain  action  is  taken  which  indicates  the 
inability  of  the  debtor  to  meet  his  obligations.  In  regard  to  the 
first  group,  there  is  a  difference  between  policy  "A"  and  pol- 
icy "B";  in  regard  to  the  second  group,  both  are  alike.  It  will 
be  recalled  that  the  filing  of  an  account  with  the  insurance  com- 
pany for  collection  is  optional  with  the  insured  in  policy  "A'*, 
and  the  indemnified  may  elect  in  this  policy  to  file  such  an  ac- 
count if  it  is  not  over  60  days  past  due  under  the  original  terms 
of  the  sale.  In  Policy  "B"  such  an  account  must  be  filed  before 
it  is  over  75  dajrs  past  due  according  to  the  original  terms  of 
sale.  Such  action  within  the  time  limits  mentioned  constitutes 
insolvency  in  either  policy. 

The  second  group  of  definitions  is  more  or  less  standardized 
and  appears  in  nearly  all  credit  insurance  policies  as  follows : 

( 1 ) .  "When  a  petition  in  bankruptcy  or  insolvency  is  filed 
by  or  against  a  debtor  under  the  laws  of  the  United  States,  or 
any  State  or  Territory  thereof,  or  of  Canada; 

,  (2).  When  a  debtor  makes  an  offer  of  a  general  com- 
promise to  his  creditors  for  less  than  his  indebtedness; 

(3).  When  a  receiver  is  appointed  for  a  debtor; 

(4).  In  case  of  the  death  or  insanity  of  a  sole  debtor; 

(5).  In  case  of  the  recording  of  or  taking  possession 
under  a  chattel  mortgage  given  by  a  debtor  on  his  stock  in  trade 
to  a  creditor  or  creditors; 

(6).  When  an  attachment  or  execution  is  levied  on  a 
debtor's  stock  in  trade ; 

( 7 ) .  When  a  writ  of  attachment  or  execution  against  a 
debtor  is  returned  unsatisfied; 

(8).  When  a  debtor  transfers  or  sells  out  his  stock  in 
trade  in  bulk; 
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(9 ) .  When  a  debtor  absconds ; 

(10).  When  a  debtor  makes  an  assignment,  or  a  deed  of 
trust,  for  the  benefit  of  his  creditors,  either  general  or  with 
preferences ; 

(11).  When  the  stock  in  trade  of  a  debtor  is  sold  under  a 
writ  of  attachment  or  execution ; 

(12).  When  a  confession  of  judgment  is  made  by  a 
debtor; 

(13).  When  a  debtor's  business  is  assigned  to  or  taken 
over  by  a  committee  appointed  by  a  majority,  in  number  and 
amount,  of  his  creditors." 

6.  Adjustment  of  loss. — ^When  a  loss  occurs  it  is  necessary 
to  file  a  notification  of  claim  within  a  specified  time  (usually 
15  days)  after  acquiring  knowledge  of  a  debtor's  insolvency, 
and  to  place  the  account  in  the  hands  of  the  company  for  collec- 
tion if  insolvency  occurs  as  defined  in  the  second  group.  If  it 
occurs  as  per  the  first  group  it  will  already  be  in  the  hands  of 
the  company.  The  company  must  also  be  furnished  with  an 
itemized  statement  of  the  account  and  all  papers,  securities,  or 
other  documents  relating  thereto;  and  if  requested,  furnished 
with  invoices,  proofs  of  debt,  affidavits,  or  any  information  nec- 
essary for  the  proper  handling  of  any  account  in  any  proceed- 
ing and  authorized  to  sue  if  necessary.  The  company  makes  a 
charge  for  this  collection  service  and  a  schedule  of  the  fees  is 
contained  in  the  policy. 

If  a  claim  against  the  company  arises  a  final  state- 
ment of  such  claim  must  be  filed  with  the  company  within  a 
specified  period  after  the  termination  of  the  policy  and  the 
claim  will  then  be  settled.  In  policy  **B"  provision  is  made  for 
an  interim  adjustment  of  claims  arising  under  the  second  group 
of  insolvencies ;  a  rider  of  like  nature  can  be  obtained  for  policy 
"A"  if  it  is  desired. 

The  actual  adjustment  of  the  loss  under  policies  "A"  and  **B" 
can  best  be  understood  by  illustration.  Let  us  assume  that  com- 
pany **X"  is  a  manufacturer  of  small  tools,  with  gross  sales  of 
$1,000,000  a  year.  Suppose  that  on  January  5th,  this  company 
makes  a  shipment  and  delivery  of  $50,000  worth  of  tools  to  the 
"Y"  company,  the  terms  of  the  sale  being  2  per  cent  30  days. 
The  "Y"  company  is  rated  as  AAl  by  the  Dun  Agency  and  the 
policy  specifies  a  maximum  individual  debtor  liability  of  $75,000 
for  such  a  rating.  On  January  25th  a  receiver  is  appointed  for 
the  debtor,  which  constitutes  insolvency  as  defined  in  the  policy. 
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If  the  manufacturer  is  protected  under  policy  "A"  the  net  loss 
payable  is  ascertained  in  the  following  manner : 

Gross   loss  covered   and   proven $50,000 

Less:  (1)  All  discounts  to  which  the  debtor  would 
have  been  entitled  had  the  debt  been  paid  at  the 
date  of  insolvency $  2,000 

(2)  All  amounts  collected  thereon  and  all 
amounts  which  may  have  been  obtained  from  any 

other   source    5,000 

(3)  The  amount  of  goods  returned  or  re- 
plevined,  when  such  goods  are  in  the  undisputed 
possession  of  the  Indemnified 12,000 

(4)  All  amounts  mutually  agreed  upon  as 

thereafter  obtainable 1,000         20,000 

30,000 

Less :     10%  Coinsurance   3,000 

Normal  Loss   2,100  5,100 

Amount  payable  under  Policy  "A"..  $24,900 

A  different?  result  is  obtained  if  the  loss  has  occurred  Under 
policy  **B;' 

Gross  loss  covered  and  proven $50,000 

Less:     10%  Coinsurance  5,000 

45,000 
Less.      (1)  All  discounts  to  which  the  debtor  would 
have  been  entitled  had  the  debt  been  paid  at  the 
date  of  insolvency !...,.. 2,000 

(2)  All  amounts  collected  thereon  and  all 
amounts  which  may  have  been  ob^ined  from  any 

other  source 5,000 

(3)  The  amount  of  goods  returned  or  re- 
plevined,  when  such  goods  are  in  the  undisputed 
possession  of  the  Indemnified « 12,000 

(4)  All  amounts  mutually  agreed  upon  as 

thereafter  obtainable  1,000         20,000 

25,000 

Less  Normal  Loss '. ,*  2,100 

^^^^^^^^ 

Amount  payable  under  Policy  "B" $22,900 

It  will  be  remembered  that  the  terms  "normal  loss"  and  "co- 
insurance" appeared  in  the  insuring  clause,  but  they  do  not  be- 
come of  importance  unless  it  is  necessary  to  adjust  a  loss.  Ta 
understand  their  meaning  some  explanation  is  necessary.  The 
coinsurance  clause  in  credit  insurance  means  that  the  finsured  is 
a  coinsurcr  to  the  extent  of  the  specified  percentage  (usually  10 
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per  cent)  of  any  loss.  It  is  claimed  by  the  companies  that  some 
coinsurance  is  always  necessary  in  order  to  reduce  the  moral 
hazard  of  taking  unreasonable  risks  in  the  extension  of  credit. 
Notice,  however,  the  difference  in  the  net  result  of  policy  "A"  as 
compared  with  policy  "B",  due  to  the  place  where  coinsurance 
is  deducted.  In  policy  "A"  it  was  not  deducted  until  the  actual 
loss  was  ascertained,  while  in  policy  "B"  it  was  deducted  from 
the  gross  loss  with  the  result  that  there  is  a  net  difference  of 
$2,000  in  the  loss  payable  under  the  two  policies. 

The  normal  loss  is  that  amount  which  is  normally  lost  in  a 
particular  line  of  business  due  to  bad  accounts  and  is  expressed 
in  a  percentage  of  the  gross  sales.  In  some  lines  this  is  very 
low  (less  than  1/4  of  1  per  cent) ,  and  in  others  quite  high  (one 
per  cent).  Since  this  normal  loss  will  in  all  probability  occur, 
there  is  no  reason  for  insuring  it.  The  amount,  being  known, 
can  be  charged  against  the  cost  of  operation  in  the  same  manner 
as  any  other  overhead  expense.  Consequently  all  credit  insur- 
ance policies  exclude  thc**normal  loss"  from  coverage. 

Another  provision  in  connection  with  the  ascertainment  of  the 
loss  is  to  the  effect  that,  ^'If  the  indebtedness  of  the  debtor  to 
the  indemnified  at  the  time  of  insolvency  is  not  fully  covered, 
then  the  deduction  shall  be  made  pro  rata,  ie.,  in  the  ratio  which 
the  amount  covered  bears  to  the  whole  of  such  indebtedness." 
Thus,  if  the  table  of  ratings  in  the  tool  manufacturer's  policy 
showed  a  maximum  coverage  of  only  $40,000  for  an  AAl  rat- 
ing, the  gross  loss  covered  would  be  immediately  cut  to  $40,000, 
and  the  other  items  correspondingly.  This  is  in  effect  a  coin- 
surance of  100  per  cent  within  the  ordinary  usage  of  the  term 
coinsurance.  When  the  actual  settlement  is  made  by  the  com- 
pany for  a  loss  the  accounts  so  covered  are  assigned  to  the  com- 
pany to  be  handled  for  the  joint  account  of  the  indemnified  and 
the  company  as  their  interests  may  appear.  If  any  amounts  later 
realized  by  the  company  exceed  the  sum  paid  to  the  indemnified 
the  company  refunds  such  excess. 

7.  Terminaiion. — Policy  "A"  provides  that  "If,  during  the 
term  of  this  Bond,  the  Indemnified  shall  become  insolvent,  or 
shall  cease  to  continue  business  as  heretofore  carried  on,  or  shall 
go  into  liquidation,  or  being  a  partnership  shall  be  dissolved, 
then  this  bond  shall  inmiediately  terminate  and  if  any  claim 
for  excess  loss  is  made,  a  Final  Statement  of  Claim  shall  be  filed 
by,  and  an  adjustment  shall  be  made  with,  the  Indemnified  in  the 
same  time  and  manner  as  if  this  Bond  had  originally  by  its  terms 
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been  made  to  expire  at  the  date  of  such  termination.  Tempor- 
ary interruption  by  fire  or  by  strike,  or  the  death  or  withdrawal 
or  admission  of  a  member  of  a  partnership  composed  of  more 
than  two  members,  shall  not  be  considered  a  discontinuance  or 
dissolution."  Policy  **B"  makes  provision  for  termination  as  in 
Policy  "A"  and  in  addition  by  either  party  to  the  contract  giv- 
ing ten  days'  written  notice  to  the  other  with  a  proper*  adjust- 
ment of  the  premium. 

This  difference  between  the  two  policies  is  possibly  the  most 
important  of  all,  because  under  policy  "B"  the  company  can 
practically  sidestep  liability  if  they  find  a  particular  line  of 
business  is  likely  to  get  into  financial  difficulties;  while  under 
policy  "A"  it  is  impossible  to  avoid  responsibility  because  the 
policy  is  non-cancellable  except  for  the  reasons  given  in  the 
termination  clause. 

8.  Endorsements. — Special  riders  and  endorsements  are 
sometimes  necessary  and  desirable,  and  can  be  obtained  for  an 
additional  premium.  The  most  important  are  those  providing 
for: 

a.  Interim  adjustments  of  claims. 

b.  Coverage  of  additional  sales  prior  to  the  payment  of 
the  premium. 

c.  Coverage  of  inferior  ratings  for  limited  amounts. 

d.  Coverage  of  a  fraction  (2/3  of  the  indebtedness)  of 
the  losses  on  inferior  ratings  for  limited  amounts. 

Advantages  of  credit  insurance. — There  are  many  advan- 
tages of  credit  insurance,  but  among  the  most  important  ad- 
vanced by  the  different  companies  writing  credit  insurance  are 
the  following: 

1 .  It  is  equivalent  to  a  contingent  reserve  to  meet  unexpected 
business  losses. 

2.  It  gives  an  established  value  to  the  book  accounts  and  pro- 
tects profits. 

3.  It  furnishes  an  effective  and  efficient  collection  service. 

4.  It  relieves  the  credit  man  of  the  worry  of  handling  an 
overdue  account. 

5.  It  acts  as  collateral  security  against  the  calamities  occur- 
ring to  preferred  customers. 

6.  It  insures  customers  with  inferior  ratings. 

7.  It  enables  the  concern  to  grant  credit  to  a  reliable  firm 
without  fear  of  loss  and  thus  aids  a  healthy  extension  of  credits. 

8.  It  helps  to  prevent  losses. 
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This  last  advantage,  which  the  company  gives  under  the  name 
"salvage,"  is  possibly  more  important  than  any  of  the  others, 
particularly  when  a  concern  is  threatened  with  bankruptcy  by  a 
few  of  its  pressing  creditors  because  of  temporary  financial  em- 
barrassment. A  credit  insurance  company  can  often  prevent 
failure  by  assuming  the  obligation  of  those  creditors  who  are 
policy-holders  and  taking  the  accounts  for  collection.  A  cred- 
itor is  always  in  a  hurry  to  get  his  money  if  he  has  any  question 
as  to  the  ability  of  the  debtor  to  pay,  and  very  frequently  a  con- 
cern may  be  forced  to  liquidate  at  a  great  loss  because  some  of 
these  doubting  creditors  compel  payment  when  an  extension  of 
time  might  have  saved  the  company.  In  such  cases,  a  credit  in- 
surance company,  being  willing  to  wait  for  its  money,  can  take 
over  the  bad  accounts  and  make  payment  to  the  creditors^and 
prevent  what  might  have^en  a  disastrous  failure.  Such  action 
is  often  to  the  advantage  of  the  insurance  company  because  the 
total  loss  sustained  by  them  is  less  than  if  an  expensive  receiver- 
ship or  liquidation  at  a  loss  had  been  precipitated.  Not  only  are 
the  losses  due  to  receiverships  and  the  like  cut  down  but  the  in- 
surance company,  being  a  heavy  creditor,  has  something  to  say 
about  the  management  of  the  unfortunate  concern.  This  usually 
leads  to  a  conservative  handling  of  its  finances  and  resources, 
with  the  result  that  the  business  pulls  through  entirely  or  at 
least  the  maximum  amount  possible  is  salvaged  from  the  wreck. 
It  is  along  this  line  that  the  efforts  of  a  credit  insurance  company 
can  do  the  most  good,  and  as  the  business  grows,  and  more  and 
more  concerns  carry  credit  insurance,  an  extension  of  such  serv- 
ices will  be  made,  much  to  the  benefit  of  the  entire  community. 
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Chapter  XXIII 

CORPORATE  BONDING 

Development  of  corporate  suretyship. — Bonding  is  one  of 
the  oldest  forms  of  insurance.  As  far  back  as  history  extends 
it  has  been  customary  for  persons  to  become  surety  for  the 
actions  of  others.  The  first  attempt  to  organize  a  company 
to  perform  this  function  appears  to  have  been  made  in  London 
in  1720,  when  a  society  was  formed  to  insure  masters  against 
loss  through  the  dishonesty  of  their  servants.  In  1840  the 
first  real  fidelity  company  was  organized  in  England,  and  in 
1853  the  State  of  New  York  authorized  the  formation  of 
companies  for  accepting  fidelity  and  surety  risks.  In  1876 
a  company  availed  itself  of  this  privilege  but  did  not  begin 
business  until  three  years  later,  although  a  Canadian  corpora- 
tion had  already  begun  to  write  fidelity  business  in  Canada. 
At  first  it  was  felt  that  corporate  surety  lacked  that  "moral" 
element  which  was  supposed  to  be  present  in  personal  surety, 
but  corporate  sureties  were  gradually  accepted  for  legal  pur- 
poses and  at  the  present  time  the  total  premium  income  from 
this  class  of  business  totals  over  $25,000,000  annually.  The 
advantages  of  corporate  surety  arc  now  recognized  by  every 
one  who  has  given  any  thought  to  the  subject;  but  many  still 
heedlessly  subject  themselves  to  loss  by  becoming  personal 
sureties  for  "friends."  In  order  to  examine  the  advantages 
of  corporate  surety  we  must  first  define  the  contract. 

Nature  of  suretyship. — A  bond  is  a  written  contract  whereby 
one  party  promises  to  hold  himself  responsible  for  the  acts  or 
neglect  of  another,  with  respect  to  some  contract  or  legal  re- 
lation between  the  latter  and  a  third  party.  The  party  hold- 
ing himself  responsible  is  called  the  '^surety.'*  In  corporate 
bonding  the  surety  is  a  corporation.  The  party  for  whose 
acts  or  neglect  the  surety  is  responsible  is  called  the  '^prin- 
cipal"  or  "obligor,"  and  may  be  an  employee,  a  public  officer, 
a  contractor,  a  person  acquiring  a  license,  etc.  The  party 
who  is  protected  by  the  bond  is  called  the  "obligee,"  and  may 
be  an  employer,  the  state,  a  person  who  lets  a  contract,  etc. 

336 


CORPORATE  BONDING 


337 


There  are  several  differences  between  bonding  and  insurance 
which  are  worthy  of  note.  We  found  insurance  to  be  a  co- 
operative method  of  indemnifying  for  losses,  some  of  which 
were  certain  to  occur  and  could  be  more  or  less  accurately 
predicted.  Bonding  is  selling  the  use  of  the  surety's  name 
and  credit;  the  risks  are  carefully  selected  and  it  is  assumed 
that  there  will  be  no  losses.  There  are,  of  course,  some  losses, 
but  this  is  because  it  is  not  always  possible  to  distinguish  safe 
from  unsafe  risks.  The  insurance  contract  is  between  two 
parties  and  may  be  terminated  at  any  time  by  mutual  consent ; 
a  bond  is  given  for  the  protection  of  a  third  party  and  usually 
can  be  cancelled  only  with  the  consent  of  the  obligee  and, 
where  subject  to  statute  provisions,  sometimes  not  then.  In 
insurance  the  company  is  subrogated  to  rights  which  only 
occasionally  enable  it  to  reduce  its  losses;  In  bonding  the  prin- 
cipal is  nearly  always  legally  liable  for  the  losses  the  surety 
is  called  upon  to  pay,  and  the  latter  can  always  have  recourse 
against  the  former,  though  practically  this  privilege  may  not 
be  worth  much.  This  has  been  well  expressed  by  the  state- 
ment that  "There  is  always  a  person  between  the  surety  and 
its  liability.*'  In  spite  of  this  bonding  companies  are  fre- 
quently viewed  by  the  courts  as  insurers  rather  than  sureties 
and  regarded  as  liable  to  make  good  defaults  under  nearly  all 
circumstances. 

Advantages  of  corporate  bonding. — The  advantages  of  cor- 
porate, as  compared  with  personal,  bonds  may  be  viewed  from 
the  standpoint  of  the  principal,  the  surety  and  the  obligee. 

1.  From  the  standpoint  of  the  principal. — ^The  principal, 
by  asking  a  friend  to  become  his  surety,  is  placed  in  a  dependent 
position.  The  surety  ordinarily  receives  no  compensation  and 
considers  himself  as  doing  the  principal  a  favor,  which  in 
fact  he  is,  and  a  very  great  one.  If  the  principal  is  weak  and 
the  surety  unscrupulous,  the  latter  may  subsequently  unduly 
influence  the  former  in  the  discharge  of  his  duties.  Further- 
more, the  principal  is  obligated  to  reciprocate  by  performing 
some  unknown  favor  for  the  surety,  if  required. 

2.  From  the  standpoint  of  the  surety. 

a.  Without  recompense  the  personal  surety  assumes  a  lia- 
bility, the  extent  of  which  is  seldom  recognized.  The  bond- 
ing company  makes  a  business  of  assuming  liability.  The  per- 
sonal surety  virtually  becomes  the  endorser  of  a  note  of  in- 
definite term;  he  may  create  a  lien  on  his  property  which  ren- 
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ders  it  unsaleable  for  a  long  period ;  he  may  become  involved 
in  litigation.  The  companies  transacting  a  bonding  business 
paid  out  millions  in  losses  in  1920  on  carefully  selected 
risks — how  unlikely  it  is  that  an  individual  who  becomes  surety 
will  escape  loss  I  One  writer  has  said  that  ''the  man  who  asks 
another  to  sign  his  bond  without  adequately  securing  him  is 
on  a  par  with  him  who  borrows  money  from  his  friend  without 
intending  to  pay  it  back.'* 

b.  The  personal  surety  can  exercise  little  or  no  oversight 
over  the  actions  of  the  principal  and  cannot  control  such  ac- 
tions in  any  way,  whereas  the  corporate  surety  makes  it  a 
business  to  prevent  losses  if  possible. 

3.  From  the  standpoint  of  the  obligee. 

a.  The  standing  of  an  individual  surety  is  usually  very 
uncertain,  and  the  obligee  usually  makes  very  inadequate  in- 
vestigation of  his  standing,  whereas  the  corporation  is  usually 
a  well-known  institution.  Where  the  principal  proves  to  be 
irresponsible  the  individual  surety  is  generally  likewise  irre- 
sponsible. 

b.  The  individual  surety's  financial  standing  is  subject  to 
change,  even  though  good  at  the  time  the  bond  is  given.  He 
may  become  insolvent  or  die.  The  obligee  is  usually  unable 
to  watch  his  condition  so  as  to  prevent  loss;  and  when  the 
surety  is  called  upon  he  is  found  to  have  no  property  or  a 
transfer  to  other  persons  has  rendered  such  property  unavail- 
able. 

c.  There  is  always  the  potential  danger  that  the  surety  will 
contest  his  liability  and  provoke  a  long  legal  dispute.  The 
reputation  of  the  company  depends  upon  the  prompt  settle- 
ment of  losses. 

d.  Corporations  are  supervised  by  the  State  and  publish 
periodical  reports. 

e.  The  supervision  exercised  by  the  corporate  surety  over 
the  principal  and  the  safeguards  required  for  a  bond  greatly 
diminish  the  possibility  of  loss. 

Divisions  of  the  subject. — Bonding  is  often  divided  into  two 
sections — fidelity  and  surety  risks.  This  is  the  classification 
quite  generally  adopted  by  State  insurance  departments.  Fi- 
delity risks  are  considered  as  including  .hose  Adhere  the  surety 
guarantees  the  honesty  of  the  principal,  whereas  the  surety 
bond  guarantees  the  willingness  and  ability  of  the  principal  as 
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well  as  his  honesty.     A  more  useful  classification,  however, 
will  be  to  classify  risks  into  five  groups  as  follows : 

1.  Bonds  covering  honesty  only. 

a.  Fidelity  bonds,  usually  guaranteeing  the  honesty  of  em- 
ployees. 

b.  Bonds  for  assignment  of  accounts,  guaranteeing  the 
character  of  the  accounts. 

2.  Bonds  covering  financial  strength  only,  i.e.,  court  bonds 
of  various  kinds,  including 

a.  Appeal  or  supersedeas  bonds. 

b.  Bonds  for  costs. 

c.  Attachment  bonds,  etc. 

3.  Bonds  covering  honesty  and  ability. 

a.  Public  official  bonds,  covering  the  honesty  and  ability  of 
those  holding  public  offices. 

b.  Fiduciary  bonds,  covering  the  honesty  and  ability  of 
legal  representatives,  such  as  trustees,  receivers,  etc. 

c.  License  bonds,  covering  the  honesty  and  ability  of  per- 
sons licensed  by  the  State. 

d.  Immigrant  bonds,  guaranteeing  the  production  of  im- 
migrants when  required. 

4.  Bonds  covering  honesty,  ability  and  financial  strength. 

a.  Contract  bonds,  which  guarantee  the  doing  of  a  piece 
of  work. 

b.  Franchise  bonds,  guaranteeing  compliance  with  the 
terms  of  the  franchise. 

c.  Depository  bonds,  guaranteeing  compliance  with  duties 
owing  to  depositors. 

5.  Bonds  covering  honesty  and  financial  strength. 

a.  Bonds  protecting  against  reappearance  of  lost  instru- 
ments. 

b.  Miscellaneous  credit  guarantees,  such  as  mechanics' 
lien  bond,  rent  guarantee,  bonds  for  freight,  bonds  for  future 
delivery  of  merchandise,  etc. 

The  reason  for  this  classification  will  be  made  clear  by  the 
following  discussion: 

Bonds  covering  honesty. — Fidelity  bonds.^ — The  fidelity 
bond  in  general  guarantees  honesty,  and  the  great  mass  of  such 
bonds  are  issued  to  cover  employees  and  persons  holding  posi- 
tions of  trust.  Included  in  this  group  are  cashiers,  book- 
keepers, bank  employees,  managers,  conductors,  drivers,  treas- 

*  See  Appendices  CXV  and  CXVI. 
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urers,  collectors,  union  ofEcials,  officials  of  building  and  loan 
associations,  fraternal  orders,  charitable  associations  and  social 
clubs.  The  ordinary  bond  covers  dishonesty  in  the  form  of 
larceny  or  embezzlement;  but  some  bonds  are  issued  also  cov- 
ering forgery,  misappropriation,  wrongful  abstraction  and 
wilful  misapplication.  Whether  this  latter  coverage  is  appre- 
ciably greater  than  the  former  is  difficult  to  say. 

The  employee  who  is  to  be  the  principal  makes  application 
to  the  company  for  a  bond  and  furnishes  on  the  application 
certain  information  which  is  necessary  in  order  to  form  a 
judgment  on  the  risk.  This  gives  the  dates  of  the  principal 
events  in  the  applicant's  life  and  some  particulars  about  his 
family,  recites  his  experience  in  business,  his  assets  and  liabili- 
ties, his  personal  habits,  the  amount  of  insurance  he  carries, 
and  the  conditions  surrounding  his  business  position  in  a  gen- 
eral way.  He  agrees  in  the  application  to  pay  the  premium  in 
advance  and  to  reimburse  the  surety  for  any  loss  it  may  suffer 
on  his  account.  The  employer  is  also  required  to  furnish  a 
statement  which  gives  his  knowledge  of  the  applicant,  the  con- 
ditions under  which  he  is  employed,  his  authority  in  financial 
matters,  etc.  These  statements  furnish  the  surety  with  con- 
siderable information,  as  well  as  a  starting-point  for  its  in- 
vestigation. 

The  hazards  surrounding  fidelity  risks  may  be  divided  into 
two  groups,  moral  and  physical.  As  to  the  moral  hazards 
it  is  found,  for  example,  as  might  be  expected,  that  persons 
with  criminal  records  or  "sporty"  tendencies  do  not  constitute 
the  best  grade  of  risks.  The  applicant's  personality,  antecedents, 
environments,  habits  and  financial  conditions  are  all  factors 
to  be  considered.  On  the  other  hand,  the  physical  conditions 
under  which  he  works  are  equally  important.  The  amount 
of  money  he  handles,  the  opportunity  which  is  afforded  for  ap- 
propriating it,  the  extent  of  his  control  over  his  employer's 
funds,  whether  an  Inadequate  wage  contributes  its  inducement 
to  dishonesty,  and  whether  the  employee  is  personally  liable  for 
shortages  which  occur,  are  all  important  considerations.  For 
illustration,  let  us  assume  that  the  employee  is  responsible  for 
shortages.  In  the  first  place,  it  is  very  difficult  to  tell  whether 
a  shortage  represents  a  misappropriation  by  the  employee  or 
not ;  secondly,  a  claim  will  always  be  made  for  the  whole  short- 
age without  any  allowances  for  the  inevitable  losses;  and 
thirdly,  the  employer  will  probably  collect  all  he  can  from  the 
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employee  and  leave  the  surety  with  small  hope  of  reimburse- 
ment. As  another  illustration  of  the  importance  of  the  physical 
elements,  countersignatures  and  audits  will  frequently  so  reduce 
both  the  opportunities  for  misappropriation  and  the  amounts 
available  as  to  make  a  risk  practically  negligible,  while  the  ab- 
sence of  these  factors  may  make  the  hazard  prohibitive. 

Three  types  of  bonds  are  issued  for  fidelity  risks;  namely, 
( 1 )  the  individual  form,  which  covers  one  person  holding 
a  definite  position;  (2)  the  schedule  form,  where  the  employ- 
ees covered  are  shown  on  a  schedule  or  list,  the  liability  of  the 
surety  on  each  being  indicated;  and  (3)  the  blanket  form, 
where  any  and  all  employees  are  covered  up  to  the  full  amoynt 
named  in  the  bond.  The  latter  is  now  very  little  used  be- 
cause it  is  not  desirable  from  the  standpoint  of  the  surety, 
*  and  the  employer  unnecessarily  pays  for  an  excessive  amount 
of  coverage  on  minor  employees. 

In  respect  to  the  scope  of  the  coverage  fidelity  bonds  may 
be  divided  into  two  groups,  as  referred  to  previously : 

a.  Bonds  covering  dishonesty. 

b.  Bonds  covering  dishonesty  and  "culpable  negligence." 
Culpable  negligence  is  defined  in  the  bond. 

The  bond  covers  the  employer  for  a  specified  period  of 
time  and  for  a  specified  amount  on  each  employee  named  in 
the  policy.  If  the  employer  is  protected  by  more  than  one 
bond  on  the  same  employees  he  can  recover  from  each  com- 
pany only  that  proportion  of  any  loss  which  its  insurance  bears 
to  the  total  insurance,  collectible  or  uncollectible.  The  policy 
agrees  to  indemnify  only  for  embezzlement  or  larceny  by  em- 
ployees and  then  only  for  such  acts  as  are  committed  within  the 
term  of  the  bond  or  its  renewal  and  discovered  within  the 

term   of   the   bor^d    nr   wifhin    f(\^   mnnflic   aff#»r   ^vpir^s^nf   the 

term,  or  the  death,  dismissal  or  retirement  of  the  employee, 
ine^ employer  agrees  that  his  statements  in  the  application 
shall  be  considered  a  part  of  the  contract,  that  the  company 
has  the  privilege  of  cancelling  the  bond  upon  three  months* 
notice  and  return  of  the  pro  rata  premium,  that  the  liability 
shall  cease  if  the  employee's  duties  are  increased,  that  he  will 
give  immediate  notice  of  the  discovery  of  the  employee's  dis- 
honesty or  his  indulgence  in  speculation  or  gambling,  that  he 
furnish  full  particulars  of  any  dishonesty  on  the  part  of  the 
employee  within  three  months  after  discovery  of  the  same, 
and  that  he  will  furnish  all  the  aid  and  assistance  in  his  power 
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(other  than  pecuniary)  to  bring  the  wrongdoer  to  justice. 
Many  of  the  bonds  referred  to  subsequently  are  somewhat 
similar  in  their  provisions,  and  space;  will  not  permit  reference 
to  them  in  the  same  detail  as  we  have  given  this  bond. 

2.  Account  bonds, — ^Where  a  merchant  sells  his  accounts  re- 
ceivable the  purchaser  may  demand  a  bond  guaranteeing  such 
accounts.  A  surety  may  issue  a  bond  guaranteeing  that  no 
wholly  fictitious  accounts  will  be  intentionally  sold  and  as- 
signed. This  is  small  protection  but  it  is  as  far  as  a  surety 
can  go  without  invading  other  fields  of  insurance.  The  prin- 
cipal factor  involved  is  the  honesty  of  the  applicant. 

Bonds  involving  financial  strength  only.— Court  bonds. — 

1.  Appeal  bonds. — Where  there  is  a  judgment  at  law  against 
an  individual  and  he  desires  to  appeal  the  case  to  a  higher 
court,  it  is  necessary  to  give  a  bond  to  avoid  the  execution  of 
the  judgment.  The  surety  undertakes  that  the  principal  will 
execute  the  orders  of  the  court  or,  in  the  event  of  his  failure 
to  do  so,  the  surety  will  satisfy  the  resulting  damages.  Such 
a  bond  is  for  the  protection  of  the  party  who  has  won  the  case 
in  the  lower  court  and  the  hazard  varies  with  the  financial 
resources  of  the  principal. 

2.  Bonds  for  costs. — It  is  frequently  necessary  to  deposit 
a  bond  for  court  costs  in  order  to  institute  a  suit.  The  surety 
agrees  that  the  litigant  will  pay  the  costs  of  the  suit,  if  re- 
quired, or  will  himself  pay  them.  Again  financial  resources 
are  the  important  feature  of  hazard. 

3.  Attachment  bonds.  Under  certain  circumstances,  as  a 
protection  to  a  litigant,  property  may  be  attached  in  advance 
of  a  decision  on  the  case,  but  a  writ  of  attachment  is  not  issued 
unless  a  bond  is  furnished  that  if  the  writ  is  unjustifiably  issued 
the  defendant  shall  be  reimbursed  for  any  damages  he  sus- 
tains by  reason  of  such  issuance. 

4.  Injunction  or  mandamus  bond. — ^Where  an  order  of  the 
court  is  requested  preventing  a  certain  act  or  requiring  a  cer- 
tain act,  a  bond  is  required  to  cover  the  possible  damage  to 
the  party  against  whom  the  mandamus  or  injunction  is  issued, 
in  case  same  is  wrongfully  issued. 

5.  Replevin  bonds,  covering  damages  for  wrongful  seizure 
of  property  by  the  sheriff. 

6.  Bonds  for  distraint  of  rent,  covering  damages  in  case  a 
tenant's  goods  are  wrongfully  distrained  for  rent. 

7.  Indemnity  bonds  to  sherif  in  seizing  property. 
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8.  Many  other  such  bonds  might  be  named,  such  as  a  li- 
bellant's  bond  In  admiralty,  a  bond  to  release  a  libel,  a  bond 
for  the  appointment  of  a  receiver,  a  bond  for  a  petition  in 
bankruptcy,  removal  bonds,  bail  bonds,  a  bond  on  the  sale 
of  real  estate  of  a  deceased  person  before  the  expiration  of 
time  for  filing  claims,  a  bond  of  a  legatee  to  pay  the  debts  of 
the  testator,  etc. 

These  bonds  in  general  are  designed  to  protect  the  opposing 
party  in  litigation  from  damage  in  case  the  plaintiff  fails  to 
make  out  the  case  alleged,  and  the  surety  engages  to  do  that 
which  the  unsuccessful  plaintiff  should  do,  which  is  usually  to 
pay  damages.  Naturally  the  surefy  attempts  to  force  the  plain- 
tiff to  perform  his  legal  duty,  and  if  he  is  financially  able  to 
do  so,  no  loss  falls  on  the  surety.  These  bonds,  therefore, 
are  little  concerned  with  the  moral  hazard  and  are  dependent 
almost  entirely  upon  the  financial  strength  of  the  principal. 
The  surety  usually  protects  itself  by  requiring  the  principal 
to  deposit  collateral  with  it  and,  if  possible,  obtains  collateral 
up  to  the  full  amount  of  the  bond. 

Bonds  involving  honesty  and  ability. — 1.  Public  official 
bonds. — ^The  law  requires  that  persons  elected  to  fill  public 
positions  of  trust  shall  deposit  bonds  for  the  faithful  per- 
formance of  their  duty.  We  might  take  as  an  illustration 
a  state  treasurer,  a  tax  collector  or  a  sheriff.  Under  such 
bonds  the  surety  obviously  guarantees  more  than  on  bonds  of 
cither  of  the  two  classes  previously  referred  to,  for  the  first 
group  involves  honesty  only,  while  the  second  involves  finan- 
cial strength  only.  A  bond  on  a  public  official  not  only  pro- 
tects against  fraud  and  dishonesty,  but  guarantees  that  he  will 
do  those  things  which  are  required  by  law,  and  failure  to  do 
the  latter  may  be  due  to  omission  to  perform  duties  specified, 
commission  of  acts  not  authorized  or  performance  in  a  form 
other  than  that  prescribed.  These  unfortunate  contingencies 
may  happen  either  through  his  dishonesty,  negligence  or  lack 
of  ability. 

The  risk  assumed  by  the  surety  is  increased  by  two  facts : 

a.  The  liability  of  the  surety  is  prescribed  by  law  and  can- 
not be  reduced  by  any  provisions  inserted  in  the  bond. 

b.  The  bond  usually  covers  the  full  term  of  office,  and  since 
the  surety  is  protecting  the  people  of  the  State  the  bond  can- 
not be  cancelled  without  their  consent,  which  is  difficult  to 
obtain,  although  statutes  for  this  purpose  exist  in  some  States. 
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This  type  of  bond,  like  the  fidelity  bond,  obviously  involves 
two  groups  of  hazards,  the  personal  and  the  physical.  The 
first  question  relates  to  the  honesty  of  the  applicant.  But 
his  efficiency  is  equally  important  and  yet,  in  many  cas^s,  per- 
sons are  elected  to  offices  entailing  work  with  which  they  are 
absolutely  unfamiliar  and  are  sometimes  even  taken  from  farms 
and  workshops  to  fill  positions  requiring  clerical  ability,  ac- 
counting knowledge  and  financial  experience.  If  the  person 
has  financial  resources  of  his  own  the  risk  is  greatly  lessened, 
because  he  will  take  more  care  if  he  runs  the  risk  of  losing 
his  own  money.  The  physical  aspect  of  the  hazard  includes 
his  opportunities,  temptations  and  liabilities.  The  amount  of 
money  handled  and  the  system  employed  are  obviously  very 
important.  Take,  for  example,  a  tax  collector  who,  before 
he  is  required  to  account  for  the  first  fund  collected,  begins  to 
receive  second  payments.  Nothing  is  easier  than  to  supply 
a  shortage  in  the  first  fund  by  amounts  collected  on  second 
payments,  and  to  cover  second  shortages  by  third  collections, 
until  the  defalcation  reaches  an  enormous  sum.  This,  in  fact, 
is  the  way  in  which  most  large  losses  occur,  as  any  accountant 
will  testify.  A  similar  situation  arises  where  it  is  possible  for 
an  officer  to  transfer  sums  from  one  fund  to  another,  so  that 
any  one  fund  audited  will  be  found  intact,  any  shortage  being 
temporarily  supplied  from  another  fund,  which  in  turn  is  re- 
imbursed when  necessity  arises.  A  principal  may  hold  office 
two  terms  and  a  shortage  in  the  first  term  may  be  made  good 
by  sums  abstracted  from  second-term  funds.  The  surety  on 
the  second  term  would  be  liable  for  this  loss.  In  regard  to 
his  liabilities,  the  officer  usually  gives  bond  that  he  will  account 
for  and  pay  over  all  moneys  received.  If,  therefore,  a  bank 
fails  in  which  he  deposits  money,  even  though  he  exercised 
care,  his  surety  would  be  liable.  Sometimes  it  is  provided  that 
the  funds  must  be  deposited  in  certain  named  and  bonded 
banks  and  the  officer  relieved  of  responsibility;  in  such  a  case 
the  only  supervision  necessary  is  to  see  that  every  detail  of  the 
law  IS  complied  with.  The  principal  is  usually  liable  for  the 
dishonesty  of  his  subordinates;  the  protection  against  such  de- 
falcation is  to  require  bonds  from  them.  As  an  example  of 
the  possibility  of  inefficiency  we  might  mention  the  possibility 
that  a  recorder  who  is  unfamiliar  with  clerical  work  may  fail 
to  record  or  to  record  properly  a  judgment  or  legal  paper 
and  through  loss  to  a  third  party  his  surety  will  become  liable; 
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or  the  liability  of  a  surety  for  the  inefficiency  of  a  tax  collector 
and  consequent  failure  to  collect  taxes  due ;  or  the  inefficiency 
of  a  sheriff,  resulting  in  damage  to  a  third  party. 

2.  Fiduciary  Bonds. — There  is  a  great  variety  of  these 
bonds,  all  characterized  by  the  fact  that  the  principal  is  in 
each  case  an  individual  who  is  entrusted  with  the  safekeeping 
of  funds  for  the  benefit  of  another.  Thus,  there  are  bonds 
for  administrators,  executors,  trustees,  guardians,  receivers, 
trustees  in  bankruptcy,  assignees  for  the  benefit  of  creditors, 
and  conservators.  Such  trust  relations  are  described  as  long- 
term  trusts  and  short-term  trusts,  the  latter  being  duties  which 
can  ordinarily  be  completed  within  two  years. 

It  will  be  apparent  that  most  of  what  has  been  said  regard- 
ing public  officials  is  applicable  to  fiduciaries.  A  receiver,  for 
example,  is  an  officer  of  the  court  required  to  administer  the 
property  in  his  possession  in  the  manner  directed.  The  sur- 
ety binds  itself  to  see  that  this  is  done  or  to  pay  the  damages. 
This  involves  honesty  and  ability  on  the  part  of  the  principal. 
The  principal  is  required  to  follow  the  direction  of  the  court 
or  the  statutes  of  the  State,  but  he  may  be  entirely  unfamiliar 
with  the  method  of  settling  debts,  collecting  the  assets,  pre- 
paring an  inventory  of  property,  rendering  accounts  to  the 
court,  investment  of  funds  and  releasing  himself  from  liability. 
It  is  very  easy,  therefore,  for  him  to  take  some  action  which 
will  render  himself  and  his  surety  liable.  It  is  now  the  general 
practice,  however,  for  sureties  to  require  of  such  principals 
that  the  estate  or  trust  fund  be  placed  under  the  joint  control 
of  the  principal  and  the  surety,  in  which  case  securities  are 
placed  in  a  safe  deposit  box  subject  to  their  joint  order,  while 
funds  are  similarly  safeguarded  by  deposit  in  a  bank. 

3.  License  bonds. — In  every  State  licenses  are  required  of 
persons  engaging  in  certain  occupation — money  lenders,  em- 
ployment agents,  auctioneers,  nurserymen,  plumbers,  ware- 
housemen, users  of  explosives,  electricians,  draymen,  theater 
operators,  engineers,  and  formerly  liquor  dealers.  The  ob- 
ject of  these  bonds  and  the  obligation  of  the  surety  is  to  pro- 
tect the  State  and  the  public  from  damage  arising  from  the 
manner  in  which  the  business  is  conducted.  The  proper  con- 
duct of  business  in  these  cases  is  usually  dependent  upon 
the  honesty  and  ability  of  the  principal,  which  is  the 
reason  for  placing  these  bonds  in  this  class.  There  is  per- 
haps an  element  also  of  financial  responsibility,  but  this  is  a 
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minor  one.  Of  the  various  bonds  cited  above  some  will  be 
recognized  as  much  more  hazardous  than  others,  and  some 
are  so  risky  that  corporate  sureties  almost  invariably  decline 
them  without  special  protection  of  some  kind. 

Bonds  involving  honesty^  ability  and  financial  strength. — 
1.  Contract  Bonds.* — ^The  principal  in  this  case  has  con- 
tracted to  do  a  piece  of  work  for  the  obligee  and  the  surety 
makes  itself  liable  if  such  work  is  not  completed*  This  is 
more  of  a  credit  and  banking  proposition  than  an  insurance 
enterprise,  because  the  surety  endorses  the  contract  somewhat 
as  a  business  man  endorses  a  note.  The  contractor  in  order 
to  fulfill  his  obligations  must  be  honest,  must  make  an  intelli- 
gent bid,  and  must  have  the  ability  and  financial  strength  to 
complete  his  contract,  all  of  which  the  surety  guarantees.  The 
latter  must  therefore  scrutinize  the  nature  of  the  work  to  be 
done,  the  contract  price,  the  proportion  of  completed  and  un- 
completed work,  the  conditions  under  which  the  contractor  is 
to  receive  his  pay,  and  the  age  and  financial  standing  of  the 
contractor.  It  is  customary  to  require  that  the  available  as- 
sets of  the  contractor  shall  be  five  times  the  amount  of  un- 
completed work  for  which  he  is  liable. 

For  this  purpose  there  are  two  forms  of  bonds  in  use,  as  fol- 
lows: 

a.  Where  the  obligation  of  the  surety  is  void  if  the  con- 
tractor shall  "faithfully  perform  said  contract  according  to 
the  terms,  covenants  and  conditions  thereof" ;  and 

b.  Where  the  obligation  is  void  if  the  "principal  shall  in- 
demnify the  obligee  against  any  loss  or  damage  directly  aris- 
ing by  reason  of  the  failure  of  the  principal  to  faithfully  per- 
form said  contract."  The  first  is  a  bond  for  specific  perform- 
ance, the  second  a  bond  for  damages. 

The  ordinary  provisions  of  a  contract  bond  are  as  follows : 

a.  That  the  surety  shall  be  promptly  notified  of  any  failure 
on  the  part  of  the  principal  for  which  it  may  be  liable. 

b.  That  the  surety  shall  have  the  right  to  assume  and  com- 
plete the  contract  upon  default  of  the  contractor  and  be  sub- 
rogated to  his  rights  under  the  contract. 

c.  The  surety  is  to  be  liable  only  to  the  obligee,  in  order 
that  it  may  not  be  proceeded  against  by  mechanics  and  material 
men. 

'  See  Appendix  CXVII. 
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d.  That  the  obligee  shall  retain  the  last  payment  for  the 
work  until  the  contract  is  satisfactorily  completed. 

e.  That  the  surety  shall  not  be  liable  for  acts  of  Provi- 
dence or  damage  by  mobs,  riots,  civil  commotions,  public  ene- 
mies, strikes,  fire,  lightning,  tornadoes  or  cyclones. 

f .  The  surety  must  be  notified  of  any  changes  in  the  con- 
struction plans. 

g.  The  bond  does  not  cover  efiiciency,  wearing  qualities  or 
maintenance  of  the  work. 

h.  That  all  insurance  carried  shall  share  losses  pro  rata. 
r.  That  any  legal  action  under  this  bond  will  be  taken 
within  a  limited  time. 

Another  variety  of  contract  bond  is  the  **bid"  or  "proposal" 
bond  which  guarantees  that  ( 1 )  if  the  bidder  is  successful  he 
will  furnish  a  contract  bond  for  the  completion  of  the  work 
and  (2)  the  bid  bond  shall  serve  as  such  final  bond.  In  ad- 
dition to  the  hazards  of  the  contract  bond  this  bond  has  the 
disadvantage  to  the  surety  that  his  information  is  much  more 
restricted  than  under  the  latter  form  of  bond. 

2.  Franchise  Bonds. — It  is  usually  the  practice  to  require 
the  corporation  to  whom  a  franchise  is  granted  for  the  oper- 
ation of  a  public  utility  to  deposit  a  bond  guaranteeing  the 
construction  or  operation  of  the  utility  within  a  specified  time. 
The  entire  amount  of  the  bond  is  considered  as  liquidated 
damages  in  case  of  default.  It  is  customary  to  require  col- 
lateral security  for  such  bonds  unless  a  contract  for  the  work 
is  given  to  a  contractor  who  is  bonded.  The  hazard  is  great 
because  the  franchise  may  be  sold  to  a  third  party,  the  original 
grantee  may  be  financially  or  otherwise  unable  to  produce  the 
utility  within  the  time  required  and,  in  case  of  default,  the 
whole  amount  of  the  bond  is  usually  lost.  This  type  of  bond, 
like  the  contract  bond,  therefore  involves  the  honesty,  ability, 
and  financial  strength  of  the  principal. 

3.  Depository  bonds. — These  bonds  are  required  by  deposi- 
tors to  guarantee  that  their  money  will  be  promptly  paid  to 
them  on  legal  demand,  the  principal  reason  for  failure  to  pay 
on  demand  being  the  insolvency  of  the  bank.  This  insol- 
vency of  the  bank,  which  is  the  principal,  may  arise  from  dis- 
honesty on  the  part  of  the  management,  lack  of  ability  or 
want  of  financial  strength.  Depository  bonds  belong  there- 
fore, in  the  class  of  contract  and  franchise  bonds.  They  are 
usually  required  where  public  funds  are  deposited,  and  the 
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State  is  often  made  by  law  a  preferred  creditor  in  case  of  fail- 
ure, with  the  privilege  of  receiving  its  entire  deposit  before 
all  other  payments.  This  very  greatly  reduces  the  surety's 
chance  of  loss.  There  are  two  other  instances,  however, 
where  the  surety  is  not  so  favorably  treated.  In  the  case  of 
the  ordinary  depositor  the  surety  shares  with  the  other  depos- 
itors in  the  distribution  of  the  assets.  A  depositor  whose 
funds  in  a  bank  exceed  the  amount  of  the  bond  is  entitled  to 
the  payment  of  the  full  amount  of  the  excess  before  the  surety 
is  entitled  to  anything;  notwithstanding  the  latter  pays  the  full 
amount  of  the  bond.  The  surety,  therefore,  usually  provides 
In  the  bond  that  it  shall  be  entitled  to  its  share  of  any  salvage. 
Bonds  of  this  character  may  be  divided  into  two  classes  ac- 
cording to  the  scope  of  protection  they  afford. 

a.  Prompt  payment  bonds,  which  guarantee  payment  by 
the  surety  upon  the  failure  of  the  institution  and  involve  no 
waiting  by  the  depositor. 

b.  Deferred  payment  bonds,  which  guarantee  payment  by 
the  surety  of  the  eventual  loss,  which  cannot  be  ascertained 
until  the  affairs  of  the  insolvent  bank  are  finally  adjusted  and 
the  extent  of  salvage  determined. 

Bonds  involving  honesty  and  financial  strength — 1.  Bonds 
for  lost  instruments, — ^When  stock  certificates,. insurance  poli- 
cies, deeds  and  other  financial  papers  are  lost  or  stolen,  it  is 
common  to  require  a  bond  before  issuing  a  new  document. 
The  bond  indemnifies  the  maker  of  the  instrument  against  the 
consequences  of  the  instrument  reappearing  in  the  hands  of 
some  unscrupulous  person  or  innocent  party.  The  liability  of 
the  surety  depends  partly  upon  the  risk  of  such  a  document  re- 
appearing, partly  upon  the  willingness  of  the  principal  (the 
loser)  to  make  good  any  damages  suffered,  and  partly  upon 
his  financial  ability  to  do  so.  The  bond  sometimes  obligates 
the  principal  and  surety  to  reimburse  the  maker  of  the  instru- 
ment for  the  legal  cost,  expenses  and  counsel  fees  which  may 
be  involved  in  a  defense  of  the  case. 

2.  Internal  Revenue  Bonds. — Manufacturers  of  alcoholic 
liquids  and  tobacco  are  required  to  pay  taxes  to  the  Internal 
Revenue  Department  of  the  Government  and  bonds  are  re- 
quired to  insure  that  such  taxes  will  be  paid.  These  bonds 
will  now  decline  in  importance,  of  course.  They  were  re 
quired  of  distillers,  warehousemen,  brewers,  cigar  manufac- 
turers, tobacco  manufacturers  and  exporters.     Such  bonds  are 
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also  required  of  persons  distilling,  warehousing  and  handling 
denatured  alcohol.  The  penalties  imposed  by  law  for  viola- 
tion of  the  regulations  greatly  diminish  the  risk  involved,  as 
they  operate  to  deter  such  persons  from  acting  in  other  than 
a  legal  manner. 

3.  Custom  House  Bonds. — Many  different  varieties  of  cus- 
tom house  bonds  are  in  use.  Thus,  bonds  are  required  for 
guaranteeing  the  payment  of  import  duties,  guaranteeing  the 
transfer  of  merchandise  to  another  port  for  payment  of  duty, 
guaranteeing  re-exportation  of  certain  commodities,  guaran- 
teeing the  use  of  imported  articles  for  specific  purposes  which 
render  them  free  of  duty,  etc. 

4.  Miscellaneous. — It  is  apparent  that  a  bond  may  be  re- 
quired in  any  case  where  some  guarantee  is  required  that  a 
person  will  fulfil  duties  required  of  him  by  law  or  contract. 
In  addition  to  those  already  mentioned  and  discussed  there 
are,  for  example,  bonds  for  mechanics  liens,  bonds  guarantee- 
ing rent,  bonds  given  for  freight  charges,  bonds  for  the  future 
delivery  of  merchandise,  qualifying  bonds  required  of  insur- 
ance companies,  bonds  of  mortgagors  to  make  improvements 
on  mortgaged  premises,  and  many  others,  too  numerous  to 
mention. 

Factors  in  rate-fixing. — There  are  several  factors  in  cor- 
porate bonding  which  make  underwriting  judgment  more  im- 
portant in  fixing  rates  than  is  true  of  other  forms  of  insurance. 
Bonds  which  involve  honesty,  ability  and  financial  resources 
require  much  the  same  elements  of  judgment  as  do  loans  ex- 
tended by  banks,  and  a  careful  selection  of  risks  is  evidently 
a  very  important  feature  in  underwriting  success.  A  large 
portion  of  the  premium,  furthermore,  is  really  a  payment  for 
service  rather  than  a  recompense  for  the  assumption  of  risk. 
Loss  ratios  on  corporate  bonds  vary  from  very  low  figures 
on  certain  forms  where  the  principal  deposits  collateral,  to 
high  figures  on  fidelity  risks  where  no  collateral  is  obtained 
and  where  losses  occur  frequently.  In  addition  to  these  fea- 
tures the  term  of  the  contract  is  often  indeterminate,  being 
ended  by  the  happening  of  certain  events,  the  non-payment  of 
premiums  sometimes  does  not  invalidate  the  bond,  and  the 
surety  often  expects  some  indemnification  from  the  principal 
for  any  loss  it  is  called  upon  to  pay. 

It  is  evident  that  the  portions  of  the  premium  which  cover 
losses  and  expenses  will  vary  considerably  among  different 


350   INSURANCE  PRINCIPLES  AND  PRACTICES 

kim^s  of  bonds.  In  some,  most  of  the  premium  goes  for 
service;  in  others  a  considerable  portion  is  required  to  cover 
losses.  Often  a  large  part  of  the  services  rendered  by  the 
surety  consists  of  investigations  conducted  before  the  bond  is 
issued.  Under  these  circumstances  it  is  impossible  to  classify 
risks  and  ascertain  rates  for  such  classifications  by  formulae. 
The  insurance  companies  cooperate  in  maintaining  a  central 
bureau  for  promulgating  rates  which  introduces  some  uniform- 
ity as  betw'een  the  different  companies.  These  rates  are  on 
various  bases.  Rates  are  fixed,  for  example,  both  per  unit  of 
exposure  and  per  unit  of  penalty  involved,  and  sometimes 
also  on  the  basis  of  the  price  involved  in  a  contract.  On 
large  schedule  bonds  the  rate  is  reduced  as  the  number  of 
principals  increases.  Some  rates  are  made  for  one  year,  and 
others  for  the  term  6f  the  bond. 

Rates  are  based  upon  experience  insofar  that  the  amounts 
received  must  approximately  equal  disbursements  over  a  pe- 
riod of  years.  But  experience  alone  can  hardly  be  applied  to 
the  rates  for  different  kinds  of  risks,  inasmuch  as  new  types 
of  bonds  are  frequently  introduced,  statutory  requirements 
compel  variations  in  the  character  of  coverage,  there  is  no 
standard  for  valuing  deferred  losses,  and  the  element  of  moral 
hazard  is  difficult  to  measure. 
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III 

ENDOWMENT  LIFE  INSURANCE  POUCY 

THE 

Insurance  Company, 


^^ liGLOflft . 

l^f  tliitf  Contract  of  Ihsmmat  Safgrteis  to  ^ 

•  ^^ ^ .f «!i.«j«nHiJ5* BoDbrrtf 

tttfhl  HoaM  Oficeof  Cfac  Compniy  fai  FEsrtford.  Connecticut,  to 


———^Ib^w »—■■—■  —w«— <■**«# -  —  ■  .—    .    •.••••^••^••••••^■■•••^••M- -••>•«    •■•••■ ■  •  "  — M I  ■  M  ■     *•——■■■■— —*—»—ja—— —Wiiaw^^M^ 

oC  tin  laMirad,  tQiwwH>rriy  oa  noiifC  of  due  proof*  of  the  death  of 

^^*9^  ** ^ die  liiMind« 

Aufilt  (he  ffnnfinniire  of  tMi  eootnct  and  before  its  maturity  m  an  endowmpit. 

Tki  tooMd.  » IM<ic  «  cfte Jfjllllf. diny  of. Sl^KMMXf I9..3ft 

and  i£  the  psaniBBa  required  under  this  contract  shall  have  been  paid,  shall  reco?*  the  amoont  of  tMi 


MlcoMMCt  b  iMid  ta  ooMUBStfen  of  the  d^nedapptieatiott  for  tfak  iaaaK^ 
feemf  lot  cogsr  of  «Wdi  Ir  attMlMd  heraio.  and  of  ttM  pRBihia  cf  /f^  }w 

„■  -,.  J^!^S3^^^JfJ?f^'!f^^^. L^^^^mkSO DoOan. 

myafilf  I  '        jemmmiy JrtJStuanRUre ftccipC iim<J by Cna PnsfiftAf 

and  countersigned  by  an  autKeBse(L!«Em^0^Aeuonlpany. 


(The  aaautf  prenMua  ioclwlea  a  premium  f^  |..^./k^<;jrVr...to  provide  for  permanent  total  disability 
Sensfits  an  seif  Cwth  on  the  ffaiid  pan  her 

payment  shafl  bejMUeMi^the  deliwery  of  thiaeomract,.and  a  Kkc  paymt  on  or  before 


ia  €ttM  yttTAU^f^iipi^mi'tor. ^^^. full  years  shall  have  Aeeif  paid  or 


notil  tigLpf^  4^**^  ^*  Insured,  bat  no  such  payramt  «flT  be  required  during  permanent  total 
pt  by  the  Company  of  diie  proof  thereof 

be  paid  in  advance  at  AM  HoMRrOflSbeor  t»  an  «uthortsed  agent  of  the  Cbrnpany. 

,  inaucance  shdl  be  effectiw  ffona. ^<tirfliqp.Jjt 19.19.    The  Insufsnea  Years. 

an  subsequent  provisions  for  Cashr  Loans,  Cash  Vahjcs*  I^aid-up  and  Aotomatic  Term  Insnranee 
are  compaled  from  that  date. 

This  contract  shall  be  incontestable  after  one,  year  ffoas  date  of  ksue.  except  lor  non-payment  of  pre- 
niuma.  It  is  free  from  conditions  aa  to  reiideneer  occupation,  travel  or  place  of  death,  including  mili* 
lary  or  naval  service  unlesssuch  serviceshaH  be  icscrteteJ  by  indorsement  hereon  at  the  time  of  ioMsnct 
d^  the  contract. 

TUs  contract  b  sut^ject  to  the  privikieca  and  conditwna  redted  on  the  subsequent  pafea  hereof. 


THE  i  NSURANC&  COMPANY  has  cautcd  this  testwuiwiif  to  be  iigoed  by  M| 

fVtaident  and  a  Secretary,  at  . .,  .      '  ^i.u        .      _  ,. 

day  rf        ■       ^«tnwg  , ,  i»  19. 


'•«••• 


HUMS  FAVMLC  KMC.  M  VIMI&   MMMMfmCimnflSh 
I  jWWTfr  PWtaill  TOTM.  DMAMUTY  PMMIUMS  WAIVD  MO  MIDKVNL.V  >lO0iW  P<WW>t  VMTffOUT 
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>  of  (Ms  ooatract  aiay  afanilarly  be  phoed  In  trust  with  the  Coaipaay.  to  pay  to  the  _  . 
J  dM  coadaaaaoe  of  the  tiast,  fattenst  oa  each  proceeds  at  the  ra  te  of  three  and  ode-half  per  centum  per  aanurn.  such  preoscds  to  be 
at  the  tormhutioa  of  the  trust,  or  to  be  paid  to  the  caecut'^rs,  administntors  oousicas  of  the  Bcoe6dary  In  event  of  death  prior  to  each 
tioa.    The  laaurad  u  Uvfaig  at  the  laatarity-of  the  oontiact  aa  aa  endiMrmcnt  may  CMfpae  the  same      ' 
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I  *al  ao<  bt  pM  aa  or  before  dM  dato  whea  dac.  aatf  if 
■dtbfdnsM  to  the  Compaay,  tha  faieufaace  will  autoeaati- 
I  eaid  due  dato  aa  tarai  insuiaace  during  the  term,  todudlag 
Ihaperiedof  gracab  specified  iaoohnaa  J  of  the  acoompaayiafU  Ie  aad  the 
amoaat  of  cash  iped6sd  hi  oohnaa  4*  if  any,  will  be  paid  as  a  pare  endow> 
BMat  at  dM  ead  of  Iht  phriod.  if  dM  lasured  ia  dwa  Uving:  cr  ia  lieu 
thereof,  apoa  writtea  laqaeet  wuda  by  tha  lasured  within  three  aanths 
frooB  aaid  due  dato-aad  aairaader  of  the  coetract  the  Company  will,  as  the 
laeaiad  aay  elect,  either  islao  a  ooatract  (or  the  amouat  of  paid-up  insuraaoe. 
If  aay.  spsdfiad  faicahuaa  2,ar  pay  thfcaah  value,  if  aay.apcdiied'iQColuma  I. 

If  then  shall  tm  aa  indsbtoda^  to  the  Cbmpeay,  aad  if  aay  premium 
fhall  aot  be  paid  oa  or  before  the  da'to  whea  due,  aa  amount  of  insuraace, 
aqaal  to  the  face  aaMaat  «f  this  coatract  leas  the  htdebtcdness.  win  auto* 
amtically  oeadaae  from  said  dai  date  as  tana  faMaraace,  for  the  tena.  bidudbig 
the  period  of  tnos^  but  aot  eatoadiag  beyoad  the  eadowmoit  period  arhich 
dM  eanse  of  the  cash  valaa  of  the  eoatnct  if  aay,  over  the  faidebtedneaa 
wis  parchase  at  the  thea  ace  of  dM  lasursd,  at  the  siagle  preadom  rales 
accordiac  to  the  AaMrfcaa  Expcrieaee  Table  of  Mortality,  widi  J|  per  omtarn 
iaterest  Should  such  caoem  be  aMM«  thaa  euflident  to  purchaae  term  Ineoi^ 
aaca  to  the  end  of  the  eadowaieat  .period.  dM  amount  remaining  will  ba 
applied  to  the  purcheee  of  a  pare,  eadowaieat,  payable  to  the  lasured,  if 
,  at  the  end  of  the  eadowmeat  psiiod.  Ia  Ilea  fhrreof,  upoo  arrittca  re- 
aiade  by  the  laeared  withia  thrro  BMathe  fran  iaaid  due  date  and 
of  the  ooatract.  the  Coapeay  wfll.  aa  the  laaaa^  any  elect, 
either  iesaea  ooatract  for  the  aawuat  of  pald-ap  gidowaieat  iasaranca  whkh 
eeld  eacem  wHl  purcheee  at  the  thea  age  of  the  laeared.  oa  the  aiortoBty 
aad  hiwrret  boeis  heretofore  deelgaatod.  or  pay  eeid  eacree  la  ceeh. 

PayaHat  of  any  caA  valae  aMy  be  defined  for  aot  ^aoeediag  sixty  d^ 
after  the  appiicatioa  therefor  Is  aiade 

The  term  iasarance  aad  the  paid-up  famiranoe  sprdficd  above  amy  be 
earrradered  lor  cafh  and  paid-up  btsttraaee^JMil  be  eub>ect  to  cesh  loans. 

If  die  premium*  en  thisoonfrart  diell  be  peid  semi-anmuDy  or  quarterly, 
due  aOowanoe  wiO  be  made  in  computing  bcncliu  by  the  above  uMe  for 
that  pordon  ol  the  year's  preauum  paid  over  and  abova  the  (oO  auaiber  of 
yearst  premiums  indketcd. 
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IV 
DISABILITY  CLAUSE 

If  after  one  full  year's  premium  has  been  paid  in  cash  and  while  thu  policy 
it  idll  in  full  force  without  default  and  not  as  paid-up  or  extended  insurance 
under  the  non-forfeiture  provisions  and  before  the  anniversary  date  of  the 
policy  nearest  the  Insured's  attained  age  of  60  years  the  Company  receives  at 
its  Home  Office  due  proof,  in  such  form  as  it  may  require,  that  the  Insured  has 
became  totally  and  permanently  disabled  as  hereinafter  defined,  the  Company 
will,  without  further  apportionment  of  surplus  to  this  policy  and  without  de- 
duction from  the  face  of  the  policy  at  death  of  maturity  and  without  affecting 
the  cash  and  other  values. 

Pay  to  the  Insured  ten  dollars  per  month  per  $1,000  of  insurance,  said 
monthly  pa3rments  beginning  six  months  after  the  receipt  of  such  proof  and 
terminating  with  the  last  payment  preceding  the  maturity  of  or  settlement  under 
this  policy  whether  by  the  death  of  the  Insured  or  otherwise;  or  such  monthly 
payments  shall  terminate  with  the  last  payment  preceding  cessation  of  such  dis- 
ability if  that  is  prior  to  such  maturity  or  settlement;  and  will  also, 

2.  Pay  the  premiums  under  this  policy  as  they  become  due  during  the  life  or 
disability  of  the  Insured,  beginning  with  the  premium  due  on  the  anniversary 
date  of  this  policy  next  succeeding  the  receipt  of  such  proof. 

Total  and  permanent  disability  hereunder  is  defined  to  be: 

{a)  The  entire  and  irrecoverable  loss  of  the  sight  of  both  eyes,  or  the  sever- 
ance of  both  hands  at  or  above  the  wrists,  or  of  both  feet  at  or  above  the  ankles, 
or  of  one  entire  hand  and  one  entire  foot;  or 

(b)  The  total  and  permanent  inability  through  bodily  injury  or  bodily  or 
mental  disease  on  the  part  of  the  Insured  then  and  at  any  time  thereafter  to 
earn  or  obtain  any  wages,  compensation  or  profit  at  any  kind  of  work,  occupation, 
business  or  profession. 

Interest  due  on  any  outstanding  indebtedness  while  this  policy  is  in  force  by 
virtue  of  the  disabilit}'  provision  shall  be  paid  to  the  Company  in  cash  or,  if 
not  so  paid,  shall  be  deducted  from  the  monthly  payments.  All  indebtedness  on 
this  policy  shall  be  deducted  in  the  settlement  at  maturity  whether  by  the  death 
of  the  Insured  or  otherwise. 

Prior  to  and  after  having  approved  proof  of  the  disability  the  Company  may 
from  time  to  time,  but  not  oftener  than  once  a  year,  demand  proof  of  the  exist- 
ence and  continuance  of  such  disability  and  a  physical  examination  of  the  Insured 
by  an  examiner  appointed  by  the  Company ;  and  upon  failure  of  the  Insured  to 
furnish  such  proof  or  to  permit  such  physical  examination  to  be  made,  or 
upon  the  Company  being  satisfied  that  the  disability  as  above  defined  does  not 
exist,  the  monthly  payments  and  payment  of  premiums  by  the  Company  shall 
cease  and  determine  and  premium  payments  by  the  Insured  under  this  policy 
shall  be  resumed.  If  thereafter  the  premium  payments  are  not  so  resumed  the 
liability  of  the  Company  under  this  policy  shall  cease  and  determine  unless 
otherwise  provided  in  this  policy. 

The  liability  of  the  Company  under  this  disability  clause  shall  terminate: 

(tf)If  the  extra  premium  for  the  disability  benefits  is  not  paid  in  accordance 
with  the  terms  of  this  policy ;  or 

(b)  If  this  clause  shall  have  been  cancelled  in  writing  by  the  Insured;  or 

{c)  If  the  Insured  shall  voluntarily  or  involuntarily  engage  in  military  or 
naval  service  in  time  of  war,  or  in  any  ambulance  hospital  or  relief  service  in 
a  civilian  capacity  involving  actual  field  service. 

This  disability  benefit  is  given  in  consideration  of  the  application  therefor 

and  of  the  payment  of  an  additional  annual  premium  of  $ which 

amount  is  included  in  the  premium  stated  on  the  first  page  of  this  policy.    Said 
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additioaal  premium  shall  be  paid  with  the  premium  otherwise  required  under 
this  policy  and  for  the  same  period  or  until  the  anniversary  date  of  this  policy 
nearest  the  Insured's  attained  age  of  60  years,  should  that  be  prior;  but  the 
payment  of  such  additional  premium  and  the  liability  of  the  Company  under 
tfak  disability  clause  shall  terminate  on  the  anniversary  date  of  this  policy 
Dearest  the  Insured's  attained  age  of  60  years,  except  that  if  the  Insured  shall 
fornish  due  proof  to  the  Company  that  he  has  become  totally  and  permanently 
disabled  as  hereinbefore  defined  after  the  anniversary  date  of  this  policy  near- 
est such  attained  age  of  60  years,  the  Company  will,  without  further  action 
00  the  part  of  the  Insured,  allow  the  subsequent  premiums  under  this  policy  to 
accumulate  with  interest  thereon  at  5  per  cent,  compounded  annually  as  an 
indebtedness  and  lien  against  this  policy  until  such  time  as  the  total  indebted- 
ness under  this  policy  shall  equal  or  exceed  the  cash  value  thereof  at  which 
time  this  policy  shall  become  null  and  void,  subject  to  the  notice  provided  for  in 
the  loan  clause  of  this  policy;  but  no  monthly  payments  shall  be  payable 
hereunder  if  the  disability  occurs  after  the  anniversary  date  of  this  policy 
nearest  the  Insured's  attained  age  of  60  years. 
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VI 
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■•  baa«^  wha  evbacribed  tbe 
*  nd  f«ll.  M  the  Hnt  of....... 
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Xll-~Continued 
(B)  STATEMENT  OF  THE  UNDERTAKER 

Thi  UadcrtilerV  Certificate  it  to  be  executed  bjr  the  mwkiiaiei  or  eedBa  «4»  wftani  dK  imumL    V 
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arc  lull  asd  ime.  la  the  beat  •!  hia  kavwlcdfc. 
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STATEMENT  OF  AN  ACQUAINTANCE 


This  Certificate  bto  he  executed  by  woe 
'the  body,  and  b  not  ioteittted  In  die  .daua. 

/■  Pr—f  •/  the  Dtmtk  •/.«.........•......... 


t^— Haw  laag  have  jraa  ftaawa  the  deeraeed? 


aad  dale  af  Death. 
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ta  the  above  aamcd  Pottey  of  lBeuraaee7 
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Dated  ai-.~~ ■»  '•' ^ ..-.-«~— «---..—.»  iM»"- — — •       '  •^V  «*■ 

Stcie 
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I 

t99tit^      O/  aaw^-^o^ao^a****************- •••••••••••  •■•••■J 


C9mmtf 
Oathk. 


.^ay  af.-^-' 


P.  O.  Addrtta. 


above 
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;  ar.  if  ha  have  ao  acal,  hie  airth«ilty  aad  tha 


laf  Me 
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XII— Coff/iiiiifi 
ATTENDING  PHYSICIAN'S  STATEMENT 


IV  AttcwiinK 


(D) 


isn't  Certificate  »  to  be  executed    by  the  physicun   ittending  the  dcccaicd  in  his  bM  iUncii. 
were  employed,  the  certificate  of  each  oiuu  be  obuined.       Tho  entire  MfftiAcata  niM  bt  in  tiM 


o€  the  pIqrsKtsn. 


la  Pr99l  •/  the  Death  •/....«.. 


pAaiccd  u  ■  phjrairian,  md  wbtrt 
owdical  ffdiKMiM? 


•■  Morasc^ 


;  have  /•■  Wca  Mqaaimtd  witk  dw  dccraacd  f 


pt^jraiciaQ  af  dccrawd  brforr  Um 
if  If  tOb  wWa,  Imw*  kaf,  and  for  whai  diwsw 
I  prtacrftc.  or  %*rr«  coaMlicdf    Civr  /»//  «■•/ 


'#. 


u-w. 

1 

m  y«a  iW  ancading  ylqnicta»  of  dccvawd  during  Ijm 
mAmtm.  aad  af  <b  iW  tim*  of  draikf 

\- 

•r  ■!  }«ttr  ftm  prcKripiwnr 

J-O. 

■t  ■!  y«w  la«  THii? 

.    *• 

Daat  af  death. 
Dwadaa  al  la«  illarta. 

caaw  ai  death:  if  from  diacaM,  giv« 
camra.  dai«  of  ihr  lira  appearaacr 
of  in  Bimpiara^  iit  hiaMry,  aad  the  qrafMOii  prcarat 

flBffHig  na  pragfcaa* 

IL    ftaar  the  iaaiaidiiii  caate  af  death. 

^  U  deaak  waa  doI  dite  to  diaeaae,  Mate  whether  h  waa 
Ca— id  by  aoiride,  aObdeM  or  any  other  ageocy. 
Cirve  fall  panicalan^ 

St  Waa  a  P^H-Attrirm  eaaaiaaiioo  madci  hy  whooi.  and 
wiab  what  reawlia? 

*  Bad  #waied  aay  adber  Aaeaie,  aeate  or  cheoMie,  or 
had  he  ever  had  aay  ia^juty,  ioftraaity  or  aargical 


/.    Waa  there  anytUag  b  «he  habfca,  w  aade  of  life  9t 
c  af  deceaaed,  prediapaaiog  hiai  ta  dttcater 

A«  ayyarew  age  of  deceaardL 


whether,  ia  yaar  opieien.  the  diaeaae  or  death  waa 
I7  itHentperancc  of  any  iiad. 


I  the  deceaaed  have  any  herediury  prrdiapoMiioa  10 
^  dioraae  of  which  he  died?  If  ao.  tWatt  Nate  the 
fartkvlsrt.  I 


tfa      •AooMvBi 


/. 


/. 


#■  - 


U  KUJ.I.!U  ■  ■>  ■!  .    ■   'J 

heem  duly  aworn.  I  herthy 

I  helief :  aad  that  ihrre  are  na 


dnd  aay  that  the  aiaiemema  in  ike  (ottKoing  ^Mvntth  aie  true, 
matrfial  faria  in  the  rate  »*hich  are  aot  diKlcaed. 


aad  fall,  la  fha  hea^  9I  ^ 


-day  ai~ 


Atiendii^ 


o/.. 


«a«««ao«sa« 


'i 


T.  O.  Addreaa. 


OoAi 


..^■day  al.. 


^JUtcrnm^  ptttmnttf  appeared  hefore  mt,  (he  above 


~.  ta  me  knoWa  ■«  a  phya«(ian  ia  regular  Ksadin;r,  who  bring 


' mt  Jaly  awani.  depaaed  iha*  the  ana%vera  to  the  above  qaeAiona  are  full  and  irvc,  la  the  hetM  «f  hi*  knowledge.  iafanaaiiaN  and  bclitf,  asl 
ifce  •^•Be  i«  my  prewnee*. 


•!*—••»-■•••-  ..-.-• 


r 


■Aaall  anaat  ho  auido  hefOro  m 

OTi  If  be  hotto  no  acol,  kla  MMltarlty 


ooiha  Mid  Me  oflkrtal 


ftiMIr  t*  Mhar  oMcer  daly  ««thaelac4  lo  arNiNle>iir  oolha  una  Me  ofllrtal 
•ad  iho  graolMfieiw  of  Ma  algnatore  ninac  bo  atto*le«  by  Ibo  eWrh  of  «  niori 
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Jlliiil 


Uil 


J_L 


I  i  I 
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xm 

PROOF  OF  DEATH  (AGENT'S  STATEMENT) 


The 


m 


Mutual  Life  Insurance  Co. 


AGENTS  STATEMENT 


DtttrfPabca. 


I  vKUif  iadUme  the  wtdanait  of  CUina  if  thtr  will  we,  before  foiwuding  pieofi,  that  all  bUnls  h«ve  been 
•ad  eveiy  quettiaa  imweieJ;  tbo  that  the  iiwructkua  have  been  nricdjr  cairied  ouL 

maa  a  letter  fram  the  Afen^  ghriag  the  tofbrpiatioa  In  hS»  poaamien  fcgardinf  ^  dalia,  wiU  dear  up  doubtful 
peevent  oeujr  ui  aettlciiiauL 


k 

e. 


md  "DatK  of  Death. 


•  it  19 


the  body  of  Ac  penon  dfCftufJ,  and 
foor  knowkdce  the  body  of  the  penon  de- 
ihe  above  named  poUqr  of  imurance? 


4i|M  have  not 


and  identified  die  body,  have 
yonodf  by  other  eridcncet  and  if  to, 
n>  the  Identity  of  the  decedent,  with  the 
mder  die  above  policy? 


an 


and  drauMtanoa  within  your 
to  the  came  of  death. 


diaunttance  within  your  knowledge, 
nn  or  belief,  or  have  any  facti  come  to 
Kwledge.  inoomistent  with  the  ttttementt 
the  ^iplicatioa  of  the  insured? 


the  dcoeawd,  within  your  knowledge,  violated 
av  of  die  conditiom  of  tatd  Policy  of  Imurance? 


m.  (S*e  date  of  last  Premium  payment  on  said  policy. 

it  Amount  of  last  premium  paid. 

c  ScMe  wbethci  Annual,  Scmi«Annnal  or  Quarterly. 


-Ob  you  know  of  anjrdiing  invalidating  the  rig^t  of 
ihe  parties  in  interest  to  recover  the  amount  in- 
braaid  Policy? 


yoB  immifiMid  the  proof i,  and  do 
to  tlw  inftnctknia  on  fho  bMk 
btaBki? 


tf  fho  proof 


lOb  yea  bdievc  all  die  statements  in  the  certificates, 
bufced  Ap  B,  C  and  D,  to  be  trac  and  correct? 


Wm     ••■••••••■■•••••■•■•■••a ■•••••••••»••»■»•«••■•••■»«•••«••«••••«•••■••••«••■•«•••••••■••*••••«•••••■••• ■*••«••«•■• 


•••«■•••••••»•••■•«•••>•••••« 


mBmOB   •■  ■••— —  >•••■■■—»■•■  ■^■•>»»«  ••  •••••••■  •••»*•••  ■••••  ••••  •««•  •  •••      A^SW    •  »•  ••••«•••••  < 


••  ■»■—»■—••»>— 


•  ••••••••••A 


• a •• »••««•••••••• ■ • ■ ••• M 


•  ■••  ■  ••  ••«•  ——»——»—■»■—»•—<  ••••••••■••«  B  •••«••••••«•••  ■••••  ••  ■  ••  ••  ■•  •  •■•■•••••< 


»—  ■■■■••  ••••>  •«  •••>  • 


«•*•••• wm «•• •«•••«••« ••••• ••••••« ••«•• • »• • « ••««•• »•• •••••■ •••• ■ • ••••••••■ •••■• • ■ • • •••»• 


>•••••••••••• 


•••••••••••••»• •« • ••••• 


tf«   •■••••>■•••«•• •••••••■••••*v«««**«*** ••••*•••••■••■••••••••••■«•••••>•••«•«••••••••••■■••*•■• v*****^^***********" 


b.  Grass  $ Dividend  $.... 


Net$.. 


«•••••••••< 


Co      •••••«■•■■•■«■•»■•••••••••••••••••■••■••••«•*■•••■••••••*•«•»*••■•«••■••••••••••••••*•****•■•■*****■************** 


itoi 


^^- 


79- 
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XIV 

WISCONSIN  VALUATION  REPORT  ON  FRATERNAL  SOCIETIES 
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XV 


SUMMARY  OF  OPERATIONS  OF  WAR  RISK  INSURANCE  BUREAU 

(LIFE) 


June  30,  1920 


Policies  Amount 

Term  insurance    (temporary)    policieB  issued 4,617,593  $40,155,148,000 

Terminated  by  expiry 125,110  1,141,438,000 

Revoked  7,100  58,589,000 

Converted  policies  issued 152,979  511,821,SOO 

To  officers  19,479 

To  enlisted  men 133,500 

Average  size  of  converted  policies,  $3,346. 
Converted  policies  terminated  by  death  and  disability,  378,000 
Ratio  of  death  losses  to  American  Experience  Table,  40  per  cent 
Classification  of  converted  policies  issued: 

Policies  Amount 

Ordinary  Life   17,462  $77,986,000 

20-Payment  Life  45,208  182,830,500 

30-Payment  Life 4,184  19,859,500 

20-year  Endowment 17,011  168,276,000 

30-year  Endowment   8,925  35,353,500 

Endowment  at  age  62 6,189  27,516,000 

Total    , 152,979  $511,821,500 
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XVI 
ACCIDENT  AND  HEALTH  POUCY 

TEN  DOLLAR  ACCIDENT  AND  SICKNESS  POUCT'' 

r^rfcMliiiwiilf  torUi>rfUfahyArri<inNlli<>m«>»HfiiiJhyPbrtVi«<<irb» 
Lm  ol  Thm  br  AcA^  Mmm,  ui4  SidOMM.  airf  iMiMMllr  far  C«w 


FfMlvM  and  UmUMm  SwvlML  to  dM 


mAXamt  DKATH  BEMEFtT  WUCOtUtt  WEBKLY  ACCmEMT  UmUtmTT 

$7909,90  $50,09 


(daamd^  (SomttattQ 


(HEIttlMAFTEIt  CALLED  THE  COMPANY) 

m  nauukn  cumq  PsmzuM 

Mtnhg  inmnrfs ^ ^ 

t  tt>  dl  the  prorWoM  and  KmHatMas  Iwrda  eoHtdncd.  far  the  ttnn  of  ONS  TBAR  fmai  ooem  WMtfaid  tioM  of  the  day  hi4 
■Imt  thispoGnr  b  da^d.  afamst  the  cilccta  el  BODOLT  XNJUBUS  earned  diracthr.  aolelj  and  todapwdeatjy  el  all  eitor 
V  ■■iMM't  ViolHt  aod  Acddaotol  BBeaaa.  trfiich  bodOf  faisrica  or  their  effeeta  ahall  not  be  caaacd  wholly 


MaoMl  VIolHt  aod  Aoddaotol  BBeaaa.  trfiich  bodOf  ^«rica  or  their  effecta  ahall  not  be  caaacd  wh^ 

'.  bgr  aaj  diacaae.  defect  or  lofirmity.  and  which  Aall  Irani  the  date  of  the  accidaiit  reanit  la  cvthaooa  oaabOtar  aad 

iheeflccUofSICKNKSIbaafoUom: 


ACCIDENT  BBNBFlTt 


1  Vahie  Pirat  Year  AwmhI  Increaae  -Vahw  After  Ptfth  Yev 

Uader  Part  I  Under  Part  1  Under  PM  1 

99QOJ0O  SJaSOOUOO 


r  jOftiOo  uoM                             f  ffffflft 

jjOT-W  ISAM 

of  Om  Hand  and  One  Poet 3.S0O.0O  JSmO 

of  One  Hand 87SjM  97M                                     Ult.90 

of  One  Pool S7S.M  99M                                      UIUO 

BjFO  S7SJ0O 


vkUa  thirty  daya  fraoi  date  ol  acddeal  iolely  from  anch  iajwiea.  bnl  only  when  aach  lidorieo  are 

i«  poaaanc*  in  a  plact  regnbrly  provided  for  the  traaaportttion  of  paaaeafera  only.  witUn  a  raflnad  car,  ilavalad 

raifavad  car,  atraal  car  or  atcamboat,  provided  by  a  coommm  carrier  for  paaacnccr  aervlea  by  raaaoa  of  tht 


MBT  n  VOBLOSt  OP  TOfB-PIPTY  DOLLARS  (S(M»)  PBS  WEEK 

Mot  oaeoadtac  Mn  eonaicotlvi  wecka  If  iqjnry  aostained  in  the  manner  ipccUied  in  Part  I  shaO  not  canae  any  of  the 
la  aiU  Rhi  I  niBBtlonad..bat  dwll  frotn  Ae  date  of  the  accident  oontlnoonaly  and  wholly  prevent  the  Inanred  frooi  attendfaiff 
Und  of  tarniiii  or  labor 


ffABT  m.  VOS  LOSS  OP  TXllX-TWSNTy.RXVB  DOLLAKt  |(t9J0^  PEK  WBBX 

•adiaff  ten  coaaacative  weeka,  if  aach  Injuriea  shall  ftem  dau  of  accident  continooaaly  and  wMly  prcvcBl  thi 
itteadMff  to  aay  and  eveiv  kiad  of  boaiacaa  or  Ubor.  bat  only  when  aucb  injnries  are  saatafaied  ia  the  auancr  ipfcilUd 
1  to  16  of  thia  Ftet  ni 


L    WHILS  ACTUALLY  JUDINO  At  A  PASSENGER  IN  A  PLACE  rccolkriy  provided  for  the  tnasporudoa  of 
■to.  wilUa  a  railroad  car.  devated.  aabway  or  intefarban  railroad  car.  street  car  or  atcamboat,  provided  by  a  common  curiar  for 
««raervk«:or 
2.   wmLB  A  PASSBNCMCR  WITHIN  AN  ELEVATOR  provided  for  paaaengeracrviea  only:  or 

a.  BT  THE  BURNtNO  OP  A  DWBLUNa  HOTEU  OPPICE  BUILDING,  THEATRE,  8CH00U  CHURCH,  LODGE 
CLUB  HOUSE,  STORE  OR  BARN,  ia  which  the  laaortd  may  be  homed  by  fire  or  raffocsied  by  smoke,  provided  the  Inaarad 
nH  5c  ^f■If^tll£  or  actiac  aa  a  watdunaa,  pftltffiwf^  or  a  volanleer  or  paid  fireman ;  or 
4.  WHILB  WAUUNG  ON  A  PUBLIC  HIGHWAY,  by  betaff  mjored  by  actaal  contaa  wHh  a  bicycle  or  any  moving  con- 
Be  or  vehicle,  provided  the  Inaured  b  not  or  has  not  been  employed  or  tagtgti  on  or  about  the  cooveyaace  or  vehlde  orb  aot 
qf  or  attcaiptnif  to  stop  a  mnaway :  or 

1    WBILB  RIDING  WITHIN  A  PRIVATE  AUTOMOBILE^  not  being  used  for  any  bnahieaa  pnrpose  or  aay  work  what* 
provided  that  the  Insured  shall  not  be  a  hired  operator  thereof  (but  this  exception  stoll  not  apply  to  any  physidan  or 
■  employed  in  the  practice  of  his  profession  or  any  commercial  traveler  or  buyer  sellinf  or  buying  goods  from  sampfe  lor 
dcSvery  only,  collectors  of  accounts,  or  regularly  licensed  real  estote  and  insurance  agcata  ia  their  pursuit  of  business) ;  and 
ISC  of  accident  wfaicfa  shall  materially  injure  the  antomoiale:  or 

WMILX  RIDING  UPON  A  BICYCLE  (not  a  motoreyck)  and  caused  solely  and  directly  by  reason  of  a  ooOWm  wlHi 
lyi 


WHILE  RIDING  UPON  A  If  OTORCYCLB  aad  caused  solely  and  directly  by  rtason  of  a  collisloo  with  My  movhur 
caoqic  another  motorcydiL  aad  not  bein^  naed  for  any  business  purpose  or  aay  work  whatsoever  (but  thb  eaception  ahall 
'  *^  I  or  saigeoa  men  eaiplovod  m  the  practice  of  his  profcsskm.  or  any  commercial  traveler  or  bayer  aellfa 
t  tor  fatare  delivery  oaqr.  collectors  of  accounts,  or  regularly  licensed  real  estate  aad  inaanaee  ageata  in 
t  of  hashHaa) ;  or 

a  AT  THB  HANDS  OP  ANY  BURGLAR  HIGHWAYMAN  OR  ROBBER  when  robbioK  the  Insured  by  foive:  or 
%.    BT  THB  EXPLOSION  OP  A  STEAM,  STATIONARY.  LOCOMOTIVE.  OR  MARINE  BOILER,  when  such  exph>- 
ef  aach  baler;  or 


ML    BY  A  REOUlARLTUCmSBD  PHYSICIAN,  SURGEON.  DENTIST,  UNDERTAKER  OR  NUi 

1  wUtt  hoUfaf  aa  aoiopqr  or  perforatag  a  aoifical  operatloa  and  iimaltaaeoasly  thcrtwflh  btooari^g  iaoai* 
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XVI — Continued 


}h  ^"'TO*.  KDIMO  WITHIM  A  CONVBTANCB  dnwa  hf  hone  power.  orovMcd  dMt  tfce  laMKa  AdI  Mt  ten  W  »  Mra 
nJ?5ii?*  "*  !l*"t"r.  "»^^  j"  «"  "P<»  "y.  conveyance  containinff  any  merchaodiae  or  seed  for  aar  boaiaen  porftoae  or  any  woA  «fe 
fMt  tUa  CTceytaon  riwU  not  apply  to  any  phyaioan  or  aorcwm  then  employed  ta  the  practke  of  Ua  proieaaion  or  am  MMraal  tn««lar « 
MUBf^  or  bvylnr  gooda  from  aanple  for  fntnre  delivery  only)  and  only  in  case  of  an  accident  wliicli  ahall  nutcrially  ittinR  the  coavcysMea 

U.    By  beioff  KICKED  BY  A  HOR8B  OK  OORBD  BY  A  BULL  OR  COW:  or 

IS.    WHZLB  QBTTING  ON  OR  OFF  OR  BBINO  ON  THB  STEP  OR  PLATFORM  OF  ANY  CONVBYANCt  ipectted  ia  Part 

IS.    BY  BBINO  STRUCK  BY  UGHTNINa  CYCLONE^  or  TORNADO,  aa  defined  by  the  Uaitwl  Scatca  Weather 


Ik.    WHILE  WALKING  ON  A  PUBLIC  STREET  OR  SIDEWALK,  by  beiac  atmcfc  by  a  falliac  lin-boaidL  awniac.  brkk  « 
other  debna  falling  from  a  building  f except  buildings  in  procesa  of  constrvctioa.  repairs  or  dcawlhiao  ^^      ^^ 


PART  IV 


FRACnrRE  OF  BONES  BY  ANY  ACCIDENT 


FOR  LOSS  THROUGH  THB  COMPLETE  FRACTURE  OF  ANY  BONE  IN  THIS  PART  MBNTIONBD  BY  ANY  ACCISB 
OR  OUT  OF  BUSINESS,  except  if  covered  under  Parts  I.  II  or  III.  as  follows:  ■—  *  w«»«  bx  mrx  «»vMwa 


Spina,  Vertebra* 


Huncnia,  upper  arm 
Stcnium.  braaat  bone 
Ribs,  one  or  aiore  ... 


$150.00 

150.00 

Jnw.  wper  or  lower 50.00 

Pmbv.  tU^  50.00 

Baillna  snil iTIna.  fnfsarm.  tinth  tttrnri  50.00 
Midhis  or  Ulna,  either ISM 

Bat  ia  case  of  awwe  than  one  such  fractures,  payment  shall  only  be*  made  for  one  thereof,  the  lasnrcd  having  die  right  to  dect  for  which  I 
paiaisat  shall  be  aiade. 


.$100.00 
.  lOOJM 
.  50.00 
.  2SJ00 
.    25jOO 


Tibia  aai 
Tibia  or  Pibnla.  either. 
Clavicle,  collar  bona  ... 
Coccyx,  cad  of 


PARTY. 

The  Cdhipaay  will  pay  for  loss  of  life  of  the  Insured  which  results  within  thirtv  days  from  date  of  acddcat.  solely  fitmTsadMnjnriai 
by  aa  accident  in  or  out  of  business  if  not  otherwise  covered  by  this  policy,  and  which  shall  have  caoaed  contianoos  total  disability  from  i 
to  data  of  loss,  the  sam  of  ONE  HUNDRED  DOLLARS  ($100.00). 


PARTVL 

If  the  laaored  shall  ia  coaseqnence  of  ANY  ACCIDENT  IN  OR  OUT  OF  BUSINESS  not  otherwise  covered  by  the  peficj  be 
conined  within  the  house  and  regularly  visited  therein  by  s  Licensed  Physician,  not  leavinc  it  at  any  tittw  for  aayparpoo*  whatsoever  aa 
ha  wholly  prevcatcd  from  attending  to  any  and  every  kind  of  work  or  business,  for  a  period  of  not  less  than  thar^  (SO)  coaaecntiTe  days  irai 
«l  Ika  accident,  the  Company  will  pay  the  sma  of  TWENTY-FIVE  ($25.00). 


PASTVn. 


HOSPITAL  BENEFITS 


FOR  LOSS  FROM  CONFINEMENT  IN  A  PUBUC  OR  PRIVATE  HOSPITAL  »,  hi*  home  town  or^ina  held  or  Vsafiial  nwnr  f 


town,  for  not  more  than  five  consecutive  weeks,  resulting  frogi  sach  injuries  caused  by  ANY  ACCIDENT  Df  OR  OUT  OP 
ior  wUch  no  other  indemnity  is  provided  by  this  policy,  and  which  causes  cootinuoos  total  disability  from  its  dato. 

TWENTY.FIVE  DOLLARS  ($2SM)  PER  WEEK 


PARTVm. 

SURGEON'S  FEES— NON-DISABLING  INJURIES 

If  the  Insured  suffers  Injury  in  any  manner  described  in  Parts  II  or  III  hereof,  and  silch  injury  shall  not  rcsnit  ia  cither 
Vnt  iiian  reqntra  medical  or  sargical  treatment  by  a  legally  qualified  physiciaa  pr  surgeoa.  the  Compaay  will  retmbnnc  lltt  ~ 
tlManof  la  an  amount  not  to.exceed  TEN  DOLLARS  ($10.00),  the  attending  ph^cian's  or  surgeon  s  receipt  for  aervkcs 
proof  tadcr  thia  clause,  but  such  receipt  must  be  furnished  the  Company  wtthtn  90  days  from  the  date  of  acddcaL 


iner  diaabiWf  m 
he  Inaamd  iorl^ 
bains  doctocdii 


PART  IX. 

SICKNESS  BENERTS 

If  the  Inanred  shall  be  continuously  confined  within  the  house,  not  leaving  it  at  any  time  or  for  any 
viiitad  therein  at  least  once  in  every  seven  days  by  a  Licensed  Physician  and  be  wholly  prevented  from 
aolely  by 


traaaactf^g  aay  aad  every 


Absecaa  of  Braia 
f  whea  operated  npoa) 

AfmindrftfHMla 


Ac 

Acuta  Csad  Poisoning 

Acatc  Ydlow  Atro^y 
of  Uvcr 

Addison'cDiseaae 

Aneurlsni  of  Aorta 

AppendidtU 
initial  attack  and  only 
whan    operation    for 
reawval  of  appendix 
Is  pcrfermed 

AsMe  Cholera 

Aaacmia  or  Chilblafai, 

Barber's  Itch 

Boils  tFumade) 


Bubonic  Plague 

Calentura  Fever 

Cancer 

Carbuncle 

Cheroot's  Joint  Dbeaae 

Chicken  Pox 

Chorea  (St  Vitua Dance) 

Contagiosum 

Darien's  Diaease 

Dengue  Fever 

Diphtheria 

Ecscma 

Elephantiasis 

(due    to    filiari 

^faiis  hominis) 
Epilepsy 
Felon 

(Seaeral  Psresis 
Goitre 


Hemophilia 
Hivea 

Hordeolum^ 
Hydrophobia 
Ichthyoab 
Impetigo  Contagiosa 
Ivy  Poisonias 
Lcjprosy 
Lichen  Planua 
Lockjaw  (Tetanus) 
Locomotor  Ataxia 
Malignant  Pustule 

(Anthrax) 
Malta  Fever 
Measles 
Molluicum 
Morphea 

Mumps  (Parotitis) 
Mushroom  Poisoning 


Myositis  Ossificaaa 

Myxedema 

Noma 

Osteomalacia 

Pertussis 

Phlebitis 

Pityriasis  Rnbta 

Pacnmonia  (kibar) 

Pruritus 

Psetido  Hypcrtiophic 

Paralysis 
Psoriaaw 

Purpura  Hemorrhaficn 
RhinoMlerOma 
Rotbchi 
Rubclln 
Scabies 
Scarlatina 
Scarlet  Fever 


Shl^lca(Hetpea] 


Scurvy 
Small  PoK 
Spinal  Menl^Mt 
TapcWonn^ 


Trichinoala 
Typhoid  F< 
TyphnaFi 
Va&laF( 
Varicella 
VarfoMd 
Vermca 
Von  Reel 

Diae< 
Yellow  Fever 
Yeltow 


■M  Inclnding  ttcir  complications  tnd  oonsequences.  provided  Chat  ^ts  insurance  shall  have  been  in  cOntinuons  force  for  thirty  days 
nclor  to  the  contraction  of  the  disease,  the  Company  will  pagr  (or  such  confinement  alter  the  first  seven  days  and  not  cxccedina 
wcdOy  faidemnity  of  TWENTY-FIVE  DOLLARS  <$2S4»).  ^^ 


PASTE. 


EMERGENCY  BlENEFIT— REGISTRATION,  IDENTinCATION  AND  FINANCIAL  AID 


The  Comnany  will  regiater  the  person  insured  hereunder  and  if  he  shall  by  reason  of  such  injuries  or  sickness  be  physicaBy 
^  with  friends,  will,  apon  receipt  of  a  message  giving  this  Policy  Number,  the  number  of  the  Key  Tag.  or  the  number  on  the  cnrd  hi 
arc  famished  with  this  Policy,  immediately  transmit  to  such  relatives  or  friends  as  may  be  known  to  it.  any  faiiocaiMioo 
*nf  any  cxpcnaea-ncceasary  to  pat  him  in  commuakation  with  and  in  the  cam  of  friends,  not  cxcccdiag/    • 

ONE  HUNDKBD  DOLLARS 
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XWU^ontinued 
GENERAL  PROVISIOHS 

iMBibOTi  9cctfi«d  herdn  shall  niMa  the  Iom  by  actual  and  eomplcte  tcvcrtflee  at  or  above  the  wriat  or  aakte:  loaa  of 
lAdlMaa  the  kroeovarabb  lo«a  oC  the  entire  sight  thereof. 

<  Bay  be  itiwad  by  the  pajrment  of  annual  premiums  in  advance,  and  a  receipt  sined  bf  the  Secretary  and  countersigned  by  a  Ikenaad 
Shan  be  tiM  oofy  evidence  binding  upon  the  G>oipany  of  the  pajrment  «  a  renewal  premium. 

es  aoe  cover  (1)  an  employee  of  a  common  carrier,  news  company  or  the  Government,  while  on  duty,  tncepthig  onty  esn- 
icnil  them  ediely  in  the  office  and  away  from  track,  train,  yard,  roundhouse  and  repair  shop;  (2)  while  in  or  on  a  baUoon  or  other 

nvcyuace;  (3)  miners  while  at  work;  (4)  suicide  or  an  attempt  thereat  while  sane  or  insane;  (S)  while  intoxicated  or  under  tha 

r«l  er  aflecMd  by  «r  lesukinf  directly  or  mdirectly  from  faitoadcanto  or  narootks,  anaesthetics,  gas,  oorToeivea»  poiaon*  iafee- 

■s  — *rw»rT—  except  providsd  in  Clause  10  of  Part  III :  (6)  while  riding  or  driving  in  rsces  or  sostamed  by  professional  awiofcyde 

\:  (7)  tW  resalt  of  the  intentional  aCt  of  the  Insured  or  any  other  person,  except  as  provided  by  Clause  S  of  Part  III;  (8)  ai^  loei 

1  bf  any  menul  or  bodily  infirmity  or  venereal  disease,  vertigo  or  exposure  to  unnecessary  danger;  (9)  while  violating  law; 

or  cm  the  roadbed  or  bridge  of  any  railway,  except  while  croesing  at  a  public  street  or  hiahway;  (11)  hiiuries,  fatal  or 

I.  ef  which  there  shall  be  no  visible  maric  or  contusion  on  exterior  of  the  body  at  the  place  of  injury,  Ac  hoof  itself  in  case 

ooch .  (12)  while  engaged  in  miltury  or  naval  service;  (13)  while  engaged  m  playing  football  or  handling  exploeivee  or 

ooatractcd  prior  to  the  date  of  this  policy  or  from  any  disease  or  sidmcss  not  named  in  the  policy,  or  complicated  with 

J  covered  by  this  policy,  or  (IS)  unless  sustained  in'  the  United^ States,  Canada,  Europe  or  Mexico. 

be  had  wnder  more  than  one  of  the  provisions  hereof  and  in  no  event  shall  the  Company  be  liable  under  Part  t  for  mors  thaa 

---  naa»ed  therein,  and  any  pavment  hereunder,  other  than  for  weekly  Indemnity,  or  as  provided  by  Parts  IV,  VI,  VII,  VIII, 

policy.  No  assignment  of  this  policy  or  change  of  beneficiary  shall  be  valid  unices  approved  by  aa  eiiecutive  oflBoer  of  tha 

BBCBt  shall  be  made  hereon  as  provided  by  Sundard  Provision  Number  2. 

the  part  of  Insured  and  Beneficiary  with  all  provisions  of  this  Policy  is  a  condition  precedent  to  recovery  hereunder,  and 
t  shall  forfeit  to  the  Compeny  all  right  to  any  indemnity, 
•i  ain^  and  aevent/  all  benefits  hersnnder  shall  be  rsdiiced  eno'ehird. 


of  the  charter  or  by-laws  of  the  Company  not  incorporated  in  full  herein  shall  avoid  the  Policy  or  be  used  In  evidence  in  any 
The  dothoriiy  of  i3am  (kneral  Agents  or  Special  Agents  of  this  Company,  including  the  A^ent  issuing  or  countersigning  tfua 


to  stiniiM  anpUcatmna  for  personal  Accklent  and  Health  Insurance,  and  to  the  execution  or  countersigning  of  the  same,  whert 
ia  gvvco  tSereiore,  and  for  the  ooUectkin  of  premiums  upon  such  executed  polidca.   The  authority  of  alTattorneya  in  fsct  lor  tUa 
"  «o  the  acta  to  be  perfomwd  as  set  forth  in  the  Power  of  Attorney  appowting  such  Attoraey-m-Fact.    This  Section  refattaa  to 
aa4  power  of  every  Agent  and  other  represenutive  of  this  Company  in  the  manner  set  forth  in  this  paiagtaph* 

STANDARD  PROVISIONS 

the  endorscaents  and  attached  papers.  If  any,  and  contains  the  entire  contract  of  insurance.    No  reduction  shall  bo 
provided  by  rsason  of  change  in  the  occupation  of  the  Insured  or  by  reason  of  his  doing  any  act  or  thing  ptflaJnfaii 


by  the  appfieaat  for  hienrance  not  included  herein  shall  avoid  the  Policy  or  be  used  ia  any  Iml  proceediag 
lo  change  this  Policy  or  to  weive  any  of  its  provisions.    No  chahge  in  thM  Policy  shall  be  vahd  unless  approved  by  an 
and  such  approval  be  endorsed  hereon. 

the  pnyment  of  tiie  agreed  premium  for  this  Policy,  the  subsequent  acceptance  of  a 
Htta  shall  reinatate  the  Policy,  but  only  to  cover  accidental  injwy  thereafter 
i^te  of  soch 


h^nry  or  of  sickness  on  which  claim  may  be  based  most  be  given  to  the  Company  within  twenty  dava  alter  tha  date  of 
t  fojevT  or  within  ten  days  after  the  commencement  of  disability  from  soch  sicknets.  In  event  of  aeddeptal  death 
must  be  giivcn  to  the  Company. 

van  by  or  in  bdulf  of  the  Insured  or  beneficiary,  as  the  case  may  be,  to  the  Company  at  Philadelphia,  Pemia.,  or  to  aaf 
a  Casnaaov,  with  particniars  soffident  to  identiiy  the  Insured,  shall  be  deemed  to  be  notice  to  the  Company.   Figure  to  give 
pswwded  ■  thia  policy  ahall  not  invalidate  any  claim  if  it  shall  be  shown  not  to  have  been  reaaooably  poasiMa  to  glva  saeh 
given  aa  soon  as  was  reasonably  possible. 

roceipt  of  each  notice  will  furoish  to  the  claimant  iueh  forma  aa  am  oaoaDy  fnniislied  by  it  for  filing  proofs  of  lose.   If 


famished  within  fifteen  davs  after  the  rcceint  of  su^  notice,  the  claimant  shall  be  deemed  to  have  complied  with  the  requiro- 
Mky  aa  to  proof  of  k)as  upon  snomitttng  within  the  time  fixed  ba  the  Policy  for  ftU|ig  proofs  of  loes,  written  proof  coverinf  tha 
nad  extent  of  the  loee  for  which  claim  is  made. 


iMoef  of  loss  must  be  furaishcd  to  the  Company  at  Its.  said  office  hi  eaae  of  chtm  fef  lots  of  time  from  disablltty  widdn  ninety 
^ — BOO  of  Che  penod  for  which  the  Company  isnabte,  and  in  ease  of  claim  for  any  other  loee,  within  ninety  days  after  the  data 

ahall  have  the  right  and  opportunity  to  exanUne  the  person  of  the  Insured  when  and  so  often  aa  it  may  reasonably  raquin 

of  claim  hereunder,  and  also  the  right  and  opportunity  to  make  an  autopsy  in  case  of  death  where  it  is  not  fbrbhlden  by  law. 

provided  in  this  policy  for  loss  other  than  tHat  of  tiiae  on  account  of  diiabiUty  will  be  paid  immediately  after  receipt 

of  the  Insured  and  subject  to  due  proof  of  k>ss^all  accrued  indemnity  for  loss  of  time  on  account  of  dimbilitv  win  be  paid' 
i  thirty  days  during  the  continuance  of  the  period  for  which  the  Company  is  liable,  and  any  balance  remaiamf  unpaid  at 
period  win  be  paid  immediately  upon  receipt  of  due  proof. 

r  loeo  of  life  of  the  Insured  is  payable  to  the  beneficiary  if  surviving  the  Insured,  and  otherwise  to  the  estate  of  thelaaond. 

of  thia  Policy  are  payable  to  the  Insured. 
shall  at  any  tisM  change  his  occupation  to  one  ctessificd  by  the  (^mpany  as  less  hazardona  than  that  stated  ia  the  Poliey,  tiM 
reqoest  of  the  Insured  and  surrender  of  the  Policy. will  cancel  the  ume  and  will  return  to  the  Insured  the  unearned  pramioflk 
shall  not  be  requisite  to  surrender  or  assignment  of  this  policy,  or  to  change  of  beneficiary,  or  to  any 


law  or  in  equity  shall  be  brouaht  to  recover  on  this  Policy  prior  to  the  expiration  of  sixty  days  after  proof  of  loaa  baa  been 
h  the  reonirements  of  this  Poficjr,  nor  shall  such  action  be  brought  at  all  unless  brought  within  two  years  from  tha  expiratioa 
which  proof  of  loes  is  required  by  the  Policy.     . 

limitatkm  of  this  policy  with  respect  to  giviof  notice  of  claim  or  furaiiMng  proof  of  loee  is  less  than  that  permitted  by  the  k« 
the  inaared  resides  at  the  time  thb  policy  is  issued,  such  limiution  is  hereby  extended  to  agree  with  tift  miatmuoi  period "^ 


may  caned  thia  policy  at  aa^  time  by  written  notice  delivered  to  the  hisnred  or  mailed  to  his  last  address,  as  shown  by  tim 
;  together  with  cash  or  the  Uniipan/s  check  for  the  unearned  portion  of  the  premiums  actually  paid  by  the  insured,  and  soch 
witboat  prcjodice  to  any  daim  originating  prior  thereto. 

ed  shall  carry  with  another  company,  eorporatk>n,  association  or  society  other  fauurance  covering  the  same  loes  without  glriag 
Company,  then  in  that  case  the  Company  shall  be  liable  only  for  such  portion  of  the  indemnity  promised  as  the  said  indemnity 

of  like  ind^ttitjr  hi  all  policiea  covering  such  k>ss,  and  for  the  return  of  such  part  of  the  premium  paid  aa  flhall  exceed  the 

thus  i"^~* 


under  this  policy  shall  not  cover  any  person  under  die  age  of  sbcteen  years  nor  over  the  age  of  seventy  years.  Any 
for  any  period  not  covered  by  this  policy  will  be  returned  upon  request 

tiie  CASUALTY  COMPANY  has  caused  this  policy  to  be  signed  by  its  President  and  Seere> 

'  •  Pcaaa,  bat  the  same  shall  not  be  bindii«  on  the  Company  until  signed  by  iu  authorixcd  AgMt. 


or  dated  after 

tfi day  of. 

h^...,... Licensed  Agent  at... 
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COPY  OF  APPUCATION 

f  iMvfty  Mpffy  for  limited  Aoddeiit  and  Sickness  Insurance  to  tlie  Osnalty 

Companj  to  be  besefl  mmi  Ike  isllmirii^  itprcsentstioo  of  fscts: 

Whnt  is  jrow  mmct  Afe^  Race? 

Whtt  ta  yov  wdltirt'  ibe.  m4  Hci^?  fcct 


Where  do  yon  reside?   Na 


Town  Stnee 


Whnt  ta  yoor  occupation? 


To  whom  ta  Policy  to  t»e  payable  in  esse  of  death  under  its  provisions? 

Pun  name  Relationship 

Residence  A^e 

Have  yon  ever  had  fits,  dtabetes,  kidney  disesse,  syphilis,  heart  diaeaae,  herata  or  any  disease  of  the 
nervous  qrstem? 


Have  yoQ  lost  a  handi  foot  or  eye  or  the  use  of  either? 


Are  you  in  whota  and  sound  condftion? 


Have  you  had  medical  attendance  within  the  past  twelve  montha? 


Have  yon  any  tasurance  hi  tfata  Company? 


Are  you  now  carryinf  or  have  you  applied  for  any  other  Acddent  or  Health  Insurance? 

■ 

Has  any  application  ever  made  by  you  been  defined,  or  haa  any  policy  issued  to  you  been  cancelled 
«r  renewal  refused  by  any  Lile^  Accideat  or  Health  Insurance  Assoctation,  Company  or  Society? 

Dated  all thta dayof> .tP..,*.* 


»•«*•#•  ••*•••• 


Ib  dM  evMit  ol  tny  aecidaBl  or  wof  liihuim  fuB  puHScAn 
AtmM  Um  mhnn  inm^tatalv  to  ilia  GomiMiiy  •! 
PtoML    It  it  not  tmmnff  for  tho  inawo^  or  the  Bcneflidary  te 
iBipioj  OBJ  panoB  lo  covaci  uqr  nMonni^  pivviMo  m  wt§  yuuLj* 
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XVII 

ACCIDENT  AND  HEALTH  POLICY 

AnXm    TUi  Foacfjmldo  te  loss  of  Life,  Um^  SWit  aad  T^ 
toflff  taloiies  effected  tfuoq^h  ezteiiial  Tlolei^ 

4bc8set  to  tlie  extent  liefein  novtded* 

THE 


Insurance  Company 


Does  Hoeby  bmiie 


idyofall 
fcy  Diiw,  m  ipariiii J  hi  Ike 


Schedule  of  Itylwfnfyififf-!— Affcidfnt  Insmanoe 

Dfiiilit  PHf«>*m»t>'^iueut  ff«yj  Liffti  of  Siriit~'fiiiifflc  Indenuiity 

it»  hmmitnm  dwdaitol  ■eddwt  fw  ffafnywtiiiyiid  ewwy  Matf  <f  ^iqr  pw*" 

jirii—  dJMbaHy.  bw  witlila  t—  hwdwd  wmin  tnm  daM  qf  aeddMt,  iidi  fMiM 

r  «f  af  eihar  CMM*  te  my  on*  o(  ilw  Iomm  anHMnnd  ia  iMt  part,  ar  aritkia  aiaaqr  daya  (ma  thadaiaaf  dM 

dhaMBty.waaitlaMwaM— aria  aayaaaafwKh  leaaw^dwCoaipaayfll  pay  dWMiw  «at  oppodw  aadl  law  id 

aa piw'idad la 9mx B ta dia dwa at daad^ dhawaibenawrt^or Vtrnm^k^  bocaalyMaaf  OkaaaMMNiatlVa^l* 


iljr  ad  ^  paU  iar  i^{wiH  NMldaf  faaai  «aa 
PORL0S8OP 


iH^i 


«lhcr« 


ar.  130  MaadJy  laatilaiaan  Canaia  af  fJft 
•r.l»MaadriylaaialaNalaCmaiaer  7.14 
ar.MO"     ■ 


of 
Cvttiaof     S.7I 


af  ifea  BaMdaaffy  at  aay  daa  btfaia  a|  a(  dM  iMCabBMto  akeMd  hM 
aWMmlar  H  tka  dWI  «•  bafaia  lacaiviaf  aO  af  Midi  iattalawin,  dM 
'  par  oMU.  biMnM  affll  ba  paM  Is  oaa  mailo  dM  Baatfidafy  or  ID  her  •Heater  ar 

Total  and  Paitiil  Diiabilitsr-Sbgle  iDdeomity 


itvahMaf  Iha 


I  My  bib 


Or.  if  aadi  aijanee.  Mrfepeadaady  and  aadudwrfy  of  ad  other  caaMBi  than  whely  aad  eeatfaHHady  dieabie 
aaMdfiaailhadaieefaaddeatltadiperlionaiataayandaiwyUadpfdiitypartafariaciohbaeGapatiea.  '    " 
•■  pKjf,  M  leaf  ae  iha  laiaiad  Kvaa  aad  miMtn  ■adi.tBCii  nha^Hy,  a  aeihjy  hitainlty  of 

Or.  if  each  iaM«>ia'*pmdMdy  aad  «KhMl«aly  ^dl  iilhiV  iibii.  dMd  whedy  and  eoadaaeai 
laaand  fioai  date  of  acditrnt  (fqm  pcffanaiat  ana  ar  man  iaiportaaj  daOy  diiliai  partuabif  to  hla  i 
lar  Mm  aaaihiaeiM  dhihBty  fodaWjaa  io»l  iQ»  ef  daw,  the  CeayaMr.wiU  pay  dariaf  the  pwlod  nf  wch  < 
hH  aac  aaeNdtag  waatyda  eeaiecwiwe  vMdH,  a  aidJy  hdaaaiqf  (wn  hilf  af  laie  far  Mai  iMa  ef  thaa) 

WapMMMialawih  htdwdii  dirtbaaMdeiacMeafaayloeiiiiiiiairauHiP^A, 


dMia 


T^'% 


1(1)1 


Doable  bicieiBaiiy' 

r  hi  ar  aa  a  pdbde  caavqwMa  paariM  hy  a  ( 


aw  MHM  (A  by  ilM  barate  af  a  hi 

^iafatilll  ta>hdetheiawiwdiidMwiaiar,(4)hyaatwhaafMMaiM;  or.(»bydMi 

rbyal— dtd»<bB^fwyfi|^yHw*lrHaiMiBaH<aafw|ajaBiaaJ^iWliarBt# 

Electifo  Denehts 

V  iha  l^jaiy  M  aaa 
Ilia  I <l>i 


^>9. 


LVhaaaalMVi 

^MIV  BiflB  BBV  ^UBdBHV  VBB0H  SHHl  Qv  VBlo  BQf 
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XVll-^ontinued 
ACCIDENT  AND  HEALTH  POLICY 


Iff  tt>  iii«k  wrfdy  iDdcoHiity  far  totil  lo« 

ncrealcrorleM 


far  totM  loH  of  ttnc] 
(icalcrorl 


OdlOdllW  Oi  EJfiCtlVO  DCBCuB 

:tlikPblicybtSOjOO.t!ie 
■M  to  be  poid  ■fajU  be 


bclewiftallw 


FOR  LOSS 

Of  OM  or  OMK  Fiofeis  (at  IohC 
Of  ooe  or  oiore  eottrr  Toe* 


catifc  pbalaax) 


4I» 


FOR  COMPLETE  DISLOCATION 

OftbeShouMer 20O 

OrtheElbow 300 

OftbcWrist 2S0 

OftbeHip 400 

atheKnee 300 

Of  aay  Bonct  of  Foot,  other  tban  Tots     ....  300 

OftbeAnkle 300 

Of  two  ormore  Toe* 100 

Of  two  or  more  Fingcn       100 


FOR  THE  COMPLETE  FRACTURE  OF  BONES 

OftboSk^botbtaUei 

OftfaeLowwJaw 

OdbeCoOwBoM  *.    .     ^ 

OnbePdvii 

Of  the  Thigh « 

Of  the  Leg 

OftheKaeeCip 

Of  the  Arm.  between  Elbow  and 
Of  the  Forearm,  betweca  Wriet  i 
Of  two  or  more  Riba  ■  .  . 
Of  the  Foot,  other  dun  Toca  . 
Of  the  Hand,  ether  thaa 
Of  two-or  man  Toca 
Of  twoeri 


Schedule  of  Indemnities — Health  Insurance 


DttUtf 


(1)  For  the  period  of  eontiimoaa  dimbility  during  which  the  Ineored  ahall.  iadependeathr  of  all  other 
and  prevented  by  bodily  diaeaae,  not  hemaiafter  excepted,  from  perfarmiiw  aoy  aod  every  land  of  duty  pcrtai 

the  Company  will  pay  a  weekly  indemnity  of  $ 1 ;  and  U  following  audi  a  pniod  of  total  disibafy. 

oantiauously  wholly  disabled  and  prrvenieid  by  bodily  diaeaae.  not  hcrcinafier  excepted,  from  prriorrein^  st  loaat  half  i 
caMntial  to  the  duliea  of  hia  occupation,  the  Company  will  pay  daring  the  period  of  tuch  partial  diubiliiy.  a  wceUy ' 
of  one-half  of  the  weekly  amount  provided  for  total  diaabiUty:  but  no  payment  ahall  be  made  for  dimltSty  af    ~  ~ 
Idnda  in  eiccaa  of  fif  ty*two  consecutive  wceki'  doratioo. 

(2)  If  the  Insured  ihafl  mffcr  the  entire  and  irrecoverable  kMa  of  the  use  of  both  hands  or  both  feet,  orof  oaehaadaa 
loot,  or  the  sight  of  both  eyes,  as  the  rewlt  of  such  disease  the  Company  will  continue  to  pay  him  ia  lica  of  aH  osher  i 
nity.  except  for  surgical  or  hospital  Lideamity.  the  weekly  indemnity  apecified  in  Section  1  of  thia  Part  daring  such  penod  i 
Insared  shall  independently  ol  all  other  causes  be  thereby  wholly  and  coniinuously  disabled  and  pievcnted  fmm  <  _ 
occupation  or  employment  for  wage  or  profit,  but  oo  payment  under  thia  Section  2  shall  be  made  for  aof  pciiod  of 

I  of  one  hundred  (lOQ)  weeks. 


mn 


IfmPi 


Mo  payment  shall  be  made  for  disability  resulting  from  any 
ftftaen  days  from  noon  of  the  date  of  thia  Policy 


for  which  the  Insured  is  not  treated  by  m  | 


P. 


Surgical  Benefits — Accident  and  Health  Insurance 


If  an  opRition  named  In  the  Schedule  of  Operations  whidi  forma  a  part  of  thia  Policy  ^11  be  pei formed  by  a  sarfei 
ae  covered  by  this  Policy  and  within  ninety  days  from  the  date  of  accident  or  commencement  of  such  dtseaac 
gical  benefit  apedbed  in  the  Schedule  for  such  operation  in  addition  to  any  other  indemnity  to  which  the  Insured  mav  be 
operation  shall  be  performed  on  account  of  injury  sustained  in  one  accident  or  on  account  of  one  illnesa  the  Insured  skaB 
apedficd  in  the  Schedule  lor  any  one  of  the  operations  so  performed.  H  an  accidental  bodily  injury  ttaU  be  sustained  which 
diaability.  oi  necessitate  an  operation  named  in  the  Schedule,  but  which  shall  require  surgical  treatment  the  Company  wil  pay 
for  auch  treatment,  but  not  exceeding  the  aomint  of  the  single  indemnity  hcivunder  for  loul  loss  of  time  for 


Hospital  Indemnity — ^Accident  and  Health  Insurance 


If  on  account  of  a  bodily  injury  or  QlneH  for  which  weekly  indemnity  is  payable  under  thia  Policy,  the  Insurad  shdl  be  i 
days  from  the  date  of  acddent.  or  oommetuement  of  disabilily  by  disease,  the  Company  will  pay  50  IVf  Cent  addilioaal  -aii 
dufing  which  be  ahaO  be  a  patierit  rsaident  in  the  hospital  but  not  exceeding  twenty  consecutive  weeks. 


M. 


Identification  and  Registration 


If  the  Insufvd  by  reason  of  injury  or  illnem  shall  be  physically  unable  to  communicate  with  friends,  die  Coenpany, 
giving  the  number  nf  this  Policy,  will  immediatelv  transmit  to  his  relatives  or  friends  any  information  n 
to  put  the  Insured  in  the  care  of  friends,  provkled  such  expense  sLall  not  exceed  the  sum  of  Ooe  Handled 


Standard  Provisions 


Ola 


1.  This  Policy  Indodaa  «h«  aadoraemeDta  aad  attached  papera,  if  any,  and  eonlaioa  the  tatOn  oaalnei  «l 
Campaar*8  claaaUcation  of  tiaka  and  promlnm  ratca  in  tfia  event  that  the  Inaured  la  fa^Jorcd  after  havfa^  cha^ 
faay  aa  aora  haxardova  thaa  that  aUtad  fai  tha  Policy,  or  while  ha  Is  doing  any  act  or  diiag  pattainiag  t»  any 
about  Ua  rasldaoca  or  while  engaged  ia  recraadoo,  ia  which  event  tha  Comaany  win  pay  oohr  auch  partlaac  cf  Iha 
fvemlum  pafal  wenld  haw  purchased  at  tha  rata  but  within  tha  Umita  ao  fixed  by  tha  Company  Mr  anA  man  haiarda 

If  tha  law  ol  Iha  State  la  which  tha  laaorsd  raeidaa  at  the  time  thia  PoHcy  la  isaaed  raqalraa  that  ariartate  laaaa'a  t 
•ad  CA^aiflcatloa  of  riaha  pertahyng  to  It  ahall  be  filed  with  tha  atate  oOdal  having  aapcrvtsiaa  of  faiaaraacc  ia  aodh  aiatah  Aaa 
ntioa  of  fiaha  aMBtfoned  hi  thb  Policy  ahall  maaa  oaly  auch  aa  have  been  Ust  filed  by  tha  Caanpaay  ia  aecardaaca  with  each  lav, 
by  auch  law  tban  they  ahaU  meaa  tha  Compaay^  pranlum  rataa  and  daasificalioa  of  tiika  laat  BMda  affactlva  by  k  ia  aadi  m 
laaa  for  which  tha  Ctmr&aj  la  liaMa. 

2.  No  statement  made  bv  the  applicant  for  insurance  not  included  hertm  shall  avoid  the  Policy  or  be  need  m  aay  kgal 
baa  authority  to  change  this  Pohcy  or  to  waive  any  of  its  provisions.  No  change  in  this  Pohcy  shall  be  vabd  aidesa  mom 
Company  and  auch  approval  be  endorsed  hereon. 

3.  If  default  be  nude  in  the  payment  of  the  agreed  premium  for  thia  Policy,  the  aubseqaent  acoepiaace 
duly  authprued  agents  shall  reinstate  the  Policy  but  only  to  cover  accidcnul  injury  thereafter  soataiaed  aad 
after  the  date  of  such  acceptance. 

4.  Written  notice  of  injury  or  of  akfcnem  on  which  daim  may  be  based  must  be  given  to  the  Company 
nusing  such  injury  or  within  ten  days  after  the  commencement  of  diaabiUty  Iron  such  sickaeaa.    la  cvcat  of 
be  given  to  the  Company. 

.  „  *• .  Suehaoiiee  given  by  or  in  behalf  ol  the  Inaured  or  Beneficiary,  as  the  caae  may  be.  to  the  Company  at 
•jy  •«•"**'*«>  ■•«««  «  the  Company,  with  particulars  sufficient  to  idenrify  the  Insured,  shall  be  deemed  lo  be  notice  la  the  G 
wuhm  the  time  provided  in  this  Policy  shall  not  invalidate  any  daim  if  it  shall  be  shown  not  to  have  been  niaerwaWj  pamM 
aooce  was  given  as  soon  aa  waa  reasonably  possible, 

..  i:.  JP?  Company  upon  receipt  of  such  notice,  will  furnish  to  the  daimant  such  forma  as  are  usually  iarmAed  by  it  for  Oi* 
S^JSj^  i!!!?''^  *  w*"?  5^***".  i^^  .*'*"  *•  »««»P«  of  •»*  norice.  tU  cbinunt  shall  be  deemed  to  hava  caamliBd  with  the 
fw^SSch  claira"fS»de  *  **        the  Ume  fixed  in  the  Policy  lor  filing  proofs  of  hisa.  written  proof  comii«  the 

tL.  imiiSSIf 2^1?**'  ?i !?"  "^J^^  *f  furnished  to  the  Company  at  its  said  office  in  caae  of  daim  for  I 

n«<Wi/7<S2'i^.7!£!!  °*7  *."*  »?'»«*«»  «»PI»rtun««y  to  examine  the  psfsoo  of  the  Insured  whea  aad  aa  of M»  aa  k  ■■»  < 
TT^A?.^     hfjwader.  and  alao  the  nght  and  opportunity  to  make  an  autopsy  in    iii      'I    -     '   1 1  fT    iilfLHIiilj 

9.    AU  indemmtka  provided  in  thia  Pblicy  for  Um  other  than  that  of  time  on  accaoat  of  disabih'ty  wiMbtpmi 
tiflo  IS"«J?ku?SL*i *•  ^"^  "*^  Mbject  to  due  proof  of  kas  aU  accrued  indemnity  for  kaa  of  time  oa  irmiiiiii  af 

S3o?w^b.%'SiSiS5SL„«^^ 


twcatrdaya 
death 


.ofiimel 
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n.  liiiliMirj  fill  \\m  \i Bfi  nf  rfcn  fimwiit Ti  tti'^'t  "-  "^  ^---^^'x "  — *"*-f  «^  t,— ^  «-^ ..ifc— 1.« ■> •t^ ^.^i^ ^  a^ t,....^  A0«ck« 
teiriteaf  dM  FIiiImj  ai«  payifale  M  tfaie  laund. 

a   Willi  Imiiiil  rtiiin  1 1  iiy  liain  rhiiini  hii  nrniriT'"  lr  t"  -'—•'"*  'r  '*^^ — T — r  —  "^  * ' —  •^•"  **'-*  '^'^  *"  "^  ^"T  '*^  ^---f  y 

yitea  lamail  el  the  lawwd  aad  sanwdtrol  dit  PbBcy.  wfll  cmcd  thtMaie—d  irtfl  kCbtb  to  Am  linked  dw  — wnwd  prtidaw. 

U.   f  iAmiii  iif  111  niiiiBi  iirf  ihin  n«T  tir  m  lit'rr  1 ^ 'i '  -*  •^'-  *-"T  ^  **  "^"T  "*  ''—-^ *-  — T  *''^  -«— p- «-  ■«- 


U.   f  iAmiii  iif  111  niiiiBi  iirf  ihin  n«T  tir  nriit'tr  1 ^ 'l '  -*  •^'-  *-"T  ^  **  "^"T  "*  ''—-^ *-  — T  *''^  -«— p- «-  ■«- 

tl   IbaetiaaaKbwarlac^tythalbabmiKlittoi 
CBim  of  tfa«  PtalT 

1  by  dM  Policy. 


__  „ , ^.  iof«eo««roaddtPDlicypriertodMtifibadoiio(fktf  dayaaftarpraof  of  loiilMMbaMfbdiiitoea^ 

kim  of  ^H  PtaGcy.  aor  ahdl  nch  aedoa  bo  brought  at  all  yalew  braagbt  withia  two  itan  Iraoi  ibo  tapindea  of  tko  thoo  widiia  whick 


BO  rOUCym  I 

liqa  oT  thh  PoBcy  with  ropcct  to  givf ng  notioi  of  daiia  or  f  uraithiiiK  praof  of  Iom  ft  loM  tlwo  that  pwarftttd  by  tha  hv  of  tha 

^^ .»t  the  tiiM  this  Ptalicy  knHicd.  sudk  luaitatioa  m  hereby  aKtondodio  apaa  widi  Iha  ariataina  paciod  pcnaitcod  by  wdi  law. 

tL  Tte  Co^paay  may  caned  thio  Policy  at  aay  time  by  writtn  Botka  ddivcfcd  to  the  iMOffid  or  nailed  to  hit  hot  addrm  «a  ihewa  by  the -"- 
■C^pw.  a^iThii  with  cadi  or  the  Company'a  check  for  the  uaeamed  portkm  of  the  fnmimm  aetoaUy  paid  by  dM  inaaiad.  and  mch  oneriadi 
ttHCpeqadbfe  Co  aay  dam  origiaating  pnor  tkenta 

Additional  Provinons 


ol 
riwObo 


W  Iba  taaBMCo  oadcr  Pfesti  A  la  D 


l^irad^,^tmalaea7t«clMial  infocdooa  (aacaft  pfogeak  iatoedoM  ^ 

noMataL  caaaad  dlracl 


%a»o(harllodef  dtaeaae;  aor  iholl  It  cover  e«y  hdaiy, 
'    '-  -  -     '     laoriacoMafBeacoflf 


rPQit  Bibag  ■etcawr  MMtm  ti— tnnliJ,  or  rirheM  or  ^ahflHr  iiiiUlail.lo  ^o  twpfca  aria  any  pert  a< 
-  ■   -    ■  -  "■  Mahmyhy dleaeee whle 


.  _tai . 

for  or  as  aaoMMl  of  lolarioo  by  aacft* 


oRr  «iiiafer  far  any  period  foe  which  the  laawtad  haa  oflhor  aada  Ualm  or  may  baeooM  aodded  ta  Iwdiiidly  for  or  as  om 

-^ ^  •    I  /i  1    I'  iVr  -  r  "■-  "'--J  "•—  -^^  ■" • ' — ^  "■' '^^  -"-""^ «-f *^- '^  ^^ *- «- ' 

M    A  eofvy  of  any  awiganeat  ihaO  be  given  within  thirty  (30)  daya  to  the  Company  which  ihall  notba  rapooaibk  for  its  vnlkiity. 

ID   The  copy  of  the  application  endoiari  heiaon  to  her^  ande  a  part  of  thn  coatraet  which  is  aiade  lubfcct  thcreta    No  proviebn  of  the  charttr.  ^ 

immiiw  !■  fij/li  ai  iif  thr  rnnninnj  ir  mfl  ■"n'l  T*-? ' *- -* ' '  "  ""^ '*  ''^ '  -^"r  -*" '-'-f  — '"  '^"  "-"t     '  9 

M   T^^ifcybfanedincDwidaradooofdwpmBhminf  dolhia,  for  dw  term  oC OMndto. 


■     II   II  en  iLe  day  tka  PaScy  b  dated  againet  *dde«ial  bodily  injariee.  aad  for  the  term  ol ,...,   ,deya  to  oonuMaoe  aa  the 

harh  ^y  after  the  <fay  thto  Ptafcy  ie  dated  agaiMt  dieibiltty  by  dieraee  and  begiaaiog  aad  ending  in  each  CMt  at  twalva  o'docfc  aoon.  rtandard  time  of  dw 


lanv«dreBdee.batitBiaybefcnewedwithdwcoaecntofdMCompaiiy.fTOmlanatotcnnof montha  each,  by  the  payment 

-       -       *  uatil  thcln«indohaUbafiftyonayouaofet«i     If  d»  Policy  ■hall  be  renewed  thaienfter.  tha  renewal  piemmm  ehatt 


.jdoOan. 


Insobancb  CoMfamr  hM  caond  thto  Mlqr  to  ba  rigned  by  fee  IHadJint  and  •  Secretary,  aad  damtf  dde 
; l«— ^  bat  Cht  tame  rfnl  not  ba  btedfag  npoa  tha  Campwy  nndl  eowMMricMd  ty  a  daly  aadMiiaod 


Spedmea  Contract  Spectmeii  Contract 


Copy  of  Application 

toTte 

1     waac  m  jmx  Mi  aame? 

i    Vhacinyanr^a? Da^ofbirdi? 


cPlaoe  of  birthr. 

I    Ww?-, --■:; C    Hetflt? :. ft fak    D.    W«%ht?.. 


.    ueacy  ai     —  ..  ., , ,,.. , .  ..i.ii.._„ _......., — _ i...     s»«*»  ^ 

i    Aetyoamemlicrof  firmoreflipleyee?    (Member  of  firm)    {gw«pi«y— )  , 


1*1  ■»■■■■■  ■■  -*— — ^■•^    I     "I  — 
««■■■■■>■■  .IP.*  ■■  ■■»■——■— 


tercet.  Town  of — — _>- ...__...Slam  ot- 


fidh^  yoar  occnpation— poeitioa,  nature  of  biaiacm  engaged  in  andlha  dotiea  performed?- 


fe.  To  whom  ahdl  Policy  f^ 


be  pqfaUe  ia  eaae  of 
death? 


Age Height ft  Ja.    Weight ,.. Jhe. 


wmt  te  leaafionelwp  of  tlie  ocweliciefy  to  yotir _ ■..._ _.„...—..>..■. .- „_„._-__„ ...-.■.. ~ — — ^.— .._ —...».—- .... 

L     Uoyvur  avange  weekly  eareiogaeHoecd  thceggrcgatc  eiogle  weeldy  iadenuiity  payable  under  thtoPdicy  aad  ail  other  similar  flMdee  now  cairiad  by  you? 


^    Whet  Ef^  accident  or  health  famwaaeahava  yon  liTdik'Cbi^^ 


Whet  aoddeat  or  health  famuaaoe  hava  you  in  other  compaaire  or  eaeodatiam?. 


Hive  yon  e»«r  teceiwd  indemnity  for  any  injarv  or  illnem? ; ,  

^   Haw  yon  cvei  been  dcdincd  or  pioetpaned  lor  lite,  accident  or  health  innifanoe? .__ _.. ,,     

applies tioa  for  lile.  acddeat  or  health  iaaunaoe  upoa  which  you  have  not  bam  nod&ed  of  the  action  tharaoo?. 


t  or  health  paKcy  issued  to  you  beea  canceled  or  hm  aay  mewal  thereof  been  refomd,  by  tUa  or  any  other  oompa^y  or  ■■mcialhmy 


any  specif  jourary  pr  hasaidoas  oadertahing?. 


Da  yaa  aw  engage  ia  motorcydia^  or  aeicnaatica? . . 

tOo  lao  own  or  operate  aa  aotomobilc?. .. 
Haw  aay  of  voar  ndativcs  ever  been  insane  or  had  CaberculosiB?- 
Am  yom^  habtU  arnqMrate?—.. 

a    Amyammaiasedordeforased?. 


t  or  hearing  impaired? 


HsW  yoa  ever  had  a  hernia  or  worn  a  tnna? 


Have  yoa  ever  had  aay  of  the  foOowiag:    Epikpsy?. _ Syphilis? 

MnigDar  Disaaeaa?. Diabetes?- .Tuberadoan? 

r? ,   , ,  _....__.._..  Disease  of  Brain  or  Nervom  SyMem?^_.__ , 


%    Have  To»  vithia  the  peat  five  years  laid  medical  or  mrgical  advice  or  irmtment  or  any  departures  from  gotid  heaJth?    If  aa^  atale  when  aad  erhat. 


OtoMk— V«W|  (MMH««<i 


ft    Havayvc  ever  had.  or  Mar  been  advted  to  have,  aaopeiatkw?! 


^u^u,^»^c«S=s^!S?,rrrsr. 


the  laUty  of  aay  aaesKT  in  this  appOBBliaa  for  a  ftlqr  ihaO  bar  dke  light  to  laoowcr  therMmdcr  If  aadb  anmmr  m  iwda  «i db 
— — . -day  of.,,-.,.-. -.  ..»|i. 
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StJinUe  tl  Optntim— SiapcJ  BeBcfib 


ANEUROH.    0[Nla>ilia<ll((III«iT    - 


LOCKJAW.     li^luiitAD 


DBLOQVnOM.    lUdiKtlsi  o< 
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XVIII 
ACCIDENT  AND  HEALTH  POLICY 


mdemnitY  for  \om  of  life  or  tune  diioa^  accideiital 
for  Ion  of  tiine  (y  ackneit;  to  tKe  extent  heiem  provided. 


cf  profidu 
aoafbr  loM 


THE 


INSURANCE  COMPANY 


(HEREIN  CALLED  COMPANY) 


Mdl 


■idMitttoof 

ibiB  bt  piU  ondUr  diH  ftrt  BoraadwPlHtoC  DOTE.fordM 
of  «qr  pvlod  of  dlMfailitjr. 


fcy 


Lm  of  Bodi  HuMk  Boili  Feel.  HmmI  and  Fool  or  the  Siglkl  €l  Boik  Ey«i 

nrt  &    aBOwd  uh  UMOMd  MtffeVf  m  a  dfavd  nnul  of  ncs  i^joiy  or  •odi  AvmMi  Um  Iom  of  Don 

^^  ^_^_  Of  Iholowof  bothitim<oithyoowflitooowoiMoo»orobgfotfco 

OBO  OBBBO  HMM  bjTCOBBpWO  MMOUOO  OK  OT  ODOVO  OM   WIMt  OBfl  OBO  OBDIO  foOt  OJT  01 

of  iho  omifo  adht  of  both  ojiw,  ho  ihafl  bo  doMBod  to  how 
I  of  hit  bodMM  dmo  and  dM  CeavaBjr  win  pv  b^Mudty  •*  iIm 
kFbi  B  00  k^  00  bo  ibdilm  ot: 

Lm  ol  ^w  Hum!  or  Cm  Fool 

nrt  D>    SoooM  no  bMONO  oollv*  m  Ibo  dnct  mull  of  oun  iului^  or  oun 


vImo  wvoRBOo  ol  or  obowo  dM  wifal.  or  dM  Iom  of  ooe  oadra  foot  bgr  ooon 

ipodfiod  fai  Put  B  for  dM  patted  J 


PiywpoariMii— aiiyoitbowtopor 

■bwi^  ondat  tbo  liiii—rinn  of  oucb  Jirfcfllty  wfll  eoiiihiBr  oacbloro  to 


Ibo  kM  of  OM  OMiM  ba^  bf 

Momrieo  at  or  obooo  tbo  obUo.  tbo  < 


ookocoiboiboOlKo. 


atdMmloof2S%ofdM 
LoiioltbeSigiiiofOMEyo 


dbobaibrof25%.oiidwa 
'fainrtBiori 


loMofdM 


fbrtE.    abowM dw bmiiod  —dor. oo tbo dhoct lowdt of ondi bjiay c 
iil^  of  OM  oj«,  dM  Cooyonr  wil  poor  iadMiailjr  ot  dM  mio  par  moDlb  ipodfiod  la  Rvt  B  for  tbo  poriod 
«— M  [Biihlllhr  —  dafiMd  oboro.  oad  Ot  tbo  tmiMdon  of  wiA  iBrolility  wfll  ooBoiJar  oodi  low  to  ho^o  < 
j  lJ)r^joltQ%.MdwapiydiriM«iod.oohwit»lM*J»^"WMrtblyfadMMdlyattboml>ol  10%  of 

Vind  fto  nrt  BL 

*No  indennity  b  pqraUe  under  thu  polky  for  the  specific 
Renewable  through  age  65. 
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XYUl— Continued 
Stanaara  Pkovinoos 


^  lb  Im  far  vhidb  ' 


I  pPMi  OT  MM  MM  BS 

«f*t9«io(lfar 


•f  ckia 


than  U«t  «tt  iW« 


!•■«•« 


Off  ve  UHnovMB  aaa  m  mmb  n  ii  aap  nHOHBl^nvaiM 


«.*AB 


mi  bt  paid 


pntiM  fa  dib  paB^  far  1a«  o*«  ftM  diit  af  liM  « 


BBBfan  to  wH 

•f  dw 

•fda 


a(k«alaldM 
far  which** 


i»fiM^Md«v 


fark«eflMaaa 


II. 


.  far  kN  af  Efa  af  dM 
al  iIh  paiqr  aia  pqrahfa  to  iha 


ii  iraydHt  to  Ah 


12.    If  *a  faMad  Aall  al  a»  liM 

af  die  laMpad  aad 


AaDartha 


IS. 


afdM 


to  aM  daHOad  hgr  dw 
af  dw  peicy.  vifl  caMfl  da  sum  aad  wfl 


at  Aii  paoQT*  ar  to 


14.    No  acdon  al  bw  ar  fa  aqaihr  dull  ha  baodrt 
with  dM  laqairaBarts  oliSjpofcy.  m  diail  i 

paaat  a>  mm  h  la^aiMd  bjr  na  poBcy. 


as  tnii  poficy  prior  to  Dm 
bahm^blMlall 


off  H^f  dayp 


aldal 


IS.    If 

fawhfahdM 


•f  daa  poliey  widi 
al  dw  daw  d»  paGcy  ii 


kaoTckBar 


ni 


l&    U^Aa 


daa  and  upaid  ar  cswad  hgr  •aj  aato  ar  wihtoa  aadw  m^' 


la    IF  a  Bka  poBcy  or  pdUkm,  _ 
tlM«cpttgBte  inAmnity  for  Iom 
■fgimte  hAmnity  for  Iom  of  time  on 
Idnd  dNB  bo  iroid  uid  »n  pvcmnnt  iwid 


bytho 
oliMr  ihMi  tba  of  time  on 
ci  SmhOkf  in 


todie 
of 

of  $250.00 
to 


bo  in 
in 
.tb. 


2a    Tha 
jdUCaapanjr  far  aagr 


aet  ca««ad  bf  dM  paficy  wS  ba  itfnad  iVW 
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XVUl-^ontinued 


A<Uitiofial 


2L    Hm 


iom  not  covw,  (1)  Miy  dnafailitj  for  %rlucli  the  Imaraa  fa  not  aecMnrihr  and  ngoMf 
phyikka  other  tlaui  the  lunrad;  provided*  howeirer,  that  thh  re«|uirmieiil  shell  be  weiWI  in  the 
fa  dedered  by  medkal  anlhority  tetiifMtory  to  the  ConiMUijr  to  be  uimeoesHuy;  (2)  euidde»  eeae  or  i 
ffV  Htwwiit  Iheraet,  sane  or  inaaae;  (3)  woomii;  (4)  loss  of  life  or  dnabiKtj  resukiag  whoDy  or  partly,  directly  or 
mt\i.lh  hmm  (a)  bodOy  iiqiary  slMtained  or  sackness  contracted  while  the  Insured  fa  engaged  in  miHtary  or  naird  serriea  In 
^tiwwn  <b)  bodQy  injivy  or  sickness  caused  by  war  or  by  any  act  of  war;  (c)  bodily  injury  sustained  or  sk 
irtsd  liMm  lidfav  or  befaig  m  or  vpon  aiqr  aerial  device  or  conveyance;  (d)  bodily  injory  smlainfd  or  sickness 

■b  the  inaorad  fa  oolsUe  Canada  or  Europe  or  Ihe  United  States  (not  inchading  AkMka,  Pananm  Canal  Zone  or  the  n 
[b    -   III  of  the  Unted  States). 


TL    Ho 


^mti 


shal  be  had  on  aeeonnt  of  lability  from  sfakness  for  aiqr  nsriod  of  tfane  for  which  die  bMoed  fa 
for  bodSty  inj»y  undsr  aiqr  policy  in  Uifa  Conyanv,  except  in  the  event  of  payment  of  ckim  for  indsn^ 
basb  as  provided  in  Puts  D  or  E,  but  in  no  event  shaB  indemnity  be  payable  midsr  tUs  poBcy  at  a  nto 
of  that  specified  fai  Put  B.  Fathare  to  comply  with  any  of  the  provfaioM  of  tfafa  poBcy  shaB  rspder  fa» 

ttis  poficy* 


23L    AAsr  ma  first  twelve 
bl>iitoidianotco«tim» 
N«f«^Ui*adainlse) 


of  disability,  no  hidsnnity  shall  be  payable  for  any  period  of  disdUlity  during  widdh 
itfah  the  Uifited  Statee  (not  inchidnif  Abska,  the  Pluuuna  Canal  Zone  or  the  msnhr  | 


a  wiitteu  per  Hill  to  reside  elsewhere  be  granfed  by  me  Conpany* 


years  of  age  hs  shall  havo  the  right  to  renew  thfa  poBcy  fipom  year  to  year  by  the 
^snl  «f  tta  munihnn  w  hsrein  provided  Afl  laemiuma  are  due  and  payable  on  or  before  the  anuvenary  dale  of  tUi 
■IT  uHhar  at  Iho  Home  Oflioe  of  the  Company  m  the  Gty  of  '     or  to  any  anthorimd  agent  of  the  ConpuiTt  but 

■He  of  Anrty-ooe  date  shafl  be  granted  for  the  payment  of  every  premium  after  the  first,  during  which  time  tlieinBuranm 

faifarca.  No  pfoaimn  teceipt  fa  vaBd  mdess  signed  by  the  President  or  a  Vko  IVesidaat  or  Ifas 
Secretary  of  the  Company.  After  any  dsfiault  in  payment  of  preaaiumthfa  policy  may  be  reinstated 
»|msided  in  Standard  Ptavfaion  Nondber  3  aft  any  tkne  wilhua  six  nwnths  from  the  date  of  such  defank  on  written  appB^ 
hlv  Aa  laamvd  to  the  Home  Office  of  the  Compavy  and  the  payment  of  the  defaulted  prsnium,  provided  die  faisurod 
B'wifr  andrappBcaftiott  sobmit  endenm  of  faismabiBty  satfafactory  to  the  Company.  Tlifa  poBcy  shaB  ha  «->'*"»rr!TMft 
piv  ana  year  nrasnila  data  m  to  the  tone  of  ma  happening  of  bodiqr  mjvy  or 
Ibymff  and  wfaOa  tfafa  poBcy  fa  m  fbfosu 


Et 


At 


pSdbmta^ 


27.    Tha 


Inna  during  me  fife  of  mb  pobcy*  v  the  uHured  cliangm  Ins  occupation  to  one.  dmerani  nam  mat  stated 

Zoaapaiv  hcrdqr  s«rees  upon  the  snrraiidsr  of  Afa  poBcy  to  issue  in  Beu  tfiereof  upon  die  written  rsqusat  of 

poB^  oantaiiiing  die  ssma  provirions  m  Afa  policy  except  a  change  in  the  amount  of  die  benefits  payabkb 

Id  MH^such  an  anwunt  paydUe  for  h^ 

biit  wiHan  the  Bndts  fioied  by  the  Company  for  sndi  dinereot  < 


PoBcffa 


It 


to  die  nisured  fa  that  of 
of  bcndkisry  shaB  Und  dw 

hereon.   The 


•    no  assigiimem  or  unemsc 
thsreto,  duly  signed  by  an  sMecutlvo 
shafl  not  be  responsiWe  for  die  vaB^ty  of  any 


fa    aBacUfa    in    considsration    of    the    payaseirt    in 


of    dia 


!i«fffi» 


ofaBka 


on  die 


day  of 


^  Aa  cmitinnanco  of  thfa  PoBcy,  and  m  fnrdMr  consSdsraBon  of  the  statements  made  m  the  appBmtlon  for  thfa  poBcj, 
m  off  tMA  appBcation  fa  endorsed  hereon  or  attached  hsrsto^  and  fa  hereby  made  a  part  of  thfa  PoBcy.  The  faUty  of 
F^ificiasnft  in  dw  appiBratinn,  material^  affecting  eiA«r  the  acciqitanfe  of  die  risk  or  the  heard  assumed  herBundsr»  or 
lii  wBh  hill  III  to  deerive  shaB  bar  aB  right  to  lecjoteiy  undsr  dds  policy.  No  proviskm  of  the  charter*  touslitution  or 
off  Aa  Cmnpaiiy  not  bcrefai  set  forth  shaB  be  used  in  dsfsrue  of  any  claim  arising  undsr  tfafa  poBcy • 


r. 


M  WITNESS  WHEREOF,  THE  COMPANY  has,  bgr  its  proper  officen«  signed  dda  Contract  n  die  Qty  of 
and  caused  same  to  be  countersigBed  bgr  its  audiorized  Agent  or-Manager,  arof  di^ 


day  of 


•  19 


Secretary 


AUTHORIZED  ACENT  OR  MA>^|ICBR 
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XIX 

ACCIDENT  AND  HEALTH  RATES 


Monthly  Acci- 
dent and  Illness 
Indemnity 

Yearly  Premiums 

Accidental 

CUm 

Death,  Loss  of 

Ages  18  to  60 

Ages  51  to  65 

Both  Limba 
or  Eyes 

$60  00 

921  00 

S26  50 

9500  00 

76  00 

81  60 

'           39  75 

750  00 

80  00 

38  60 

4->  40 

800  00 

90  00 

37  80 

47  70 

900  00 

Select  and 

100  00 

42  00 

68  00 

1000  00 

Preferred 

100  00 

43  60 

54  50 

2000  00 

100  00 

45  00 

56  00 

3000  00 

100  00 

46  60 

67  50 

4000  00 

100  00 

48  00 

59  00 

6000  00 

60  00 

24  00 

29  60 

2500  00 

940  00 

918  85 

923  25 

9600  00 

60  00 

23  30 

28  80 

600  00 

60  00 

28  00 

34  66 

600  00 

80  00 

37  17 

45  97 

750  00 

Ltsxnb 

100  00 

46  60 

67  60 

1000  00 

Preferred 

100  00 

48  70 

69  70 

2000  00 

100  00 

60  80 

61  80 

8000  00 

100  00 

52  90 

64  00 

4000  00 

100  00 

66  00 

66  10 

6000  00 

60  00 

27  50 

33  00 

2600  00 

940  00 

923  70 

928  10 

9400  00 

40  00 

25  95 

30  35 

1000  00 

00  00 

31  50 

37  00 

1000  00 

60  00 

37  05 

43  65 

1000  00 

Ordinary 

60  00 

40  80 

47  40 

2000  00 

60  00 

44  66 

51  15 

3000  00 

80  00 

69  40 

68  20 

4000  00 

90  00 

64  95 

74  85 

4000  00 

100  00 

74  26 

85  26 

6000  00 

60  00 

37  12 

42  62 

2600  00 

135  00 

924  60 

928  35 

9300  00 

36  00 

28  17 

82  02 

1000  00 

Medium 

40  00 

31  45 

35  85 

1000  00 

60  00 

38  00 

43  60 

1000  00 

• 

60  00 

43  25 

48  Z5 

29000  00 

930  00 

935  20 

9400  00 

Special 

35  00 
40  00 
45  00 

40  87 
46  56 
62  81 

Not  Sold  to 
Men  Over  50 

460  00 
600  00 
600  00 

60  00 

58  48 

650  00 

925  00 

934  38 

9300  00 

30  00 

41  90 

Not  Sold  to 

400  00 

Hazardous 

35  00 

48  61 

31en  Over  50 

460  00 

40  00 

65  33 

600  00 

Amounts  for  Select,  Preferred  and  Extra  Preferred  Class 

may  be  doubled. 

ANNUAL  PREMIUM  ONLY 


APPENDIX 


403 


XX 


SCOPE  OF  COMPENSATION  LAWS  OF  THE  UNITED  STATES* 

L  Inclusions: 

A.  Both  hazardous  and  non-hazardous  employments 32 

B.  Hazardous  employments  only : 13 

2.  Exclusions: 

Ai  Numerical   exemptions    22 

B.  Agriculture   33 

C.  Domestic  Service 29 

D.  Casual  labor  and  employment  not  for  employer's  business 34 

£.  Employments  not  conducted  for  gain 11 

F.  Public  employments 19 

G.  Other  employments  of  certain  kinds 25 

Total   45 

^  Including  Alaska,  Hawaii,  Porto  Rico. 


XXI 


COMPENSATION  STATES  CLASSIFIED  ACCORDING  TO  WHETHER 

LAW  IS  COMPULSORY  OR  ELECTIVE 


Compensation   compulsory    (14) 
Insurance  Insurance  not 


required   (13) 

California 

Hawaii 

Idaho 

Illinois 

Maryland 

New  York 

North  Dakota 

Ohio 

Oklahoma 

Porto  Rico 

Utah 

Washington 

Wyoming 


required  (1) 
Arizona 


Compensation  elective   (31) 


Insurance 
required  {2$) 

Colorado 

Connecticut 

Delaware 

Indiana 

Iowa 

Kentucky 

Maine 

Massachusetts 

Michigan 

Missouri 

Montana 

Nebraska 

Nevada 

New   Hampshire 

New  Jersey 

New  Mexico 

Oregon 

Pennsylvania 

phode  Island 

South  Dakota 

Tennessee 

Texas 

Vermont 

Virginia 

West  Virginia 

Wisconsin 


Insurance  not 
required   (5) 

Alabama 

Alaska 

Kansas 

Louisiana 

Minnesota 
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XXII 


COMPULSORY  INSURANCE  STATES,  CLASSIFIED  AS  TO  DIFFERENT 

KINDS  OF  INSURANCE  ALLOWED 


State  Fund  (17) 
Exclusive   (8)         Competitive  (9) 


Nevada 
North  Dakota 
Ohio 
Oregon 
Porto  Rico 
Washington 
West  Virginia 
Wyoming 


California 

Colorado 

Idaho 

Maryland 

Michigan 

Montana 

New  York 

Pennsylvania 

Utah 


Private  insure 
ancc   (31) 

California 

Colorado 

Connecticut 

Delaware 

Hawaii 

Idaho 

Illinoiii 

Indiana 

Iowa 

Kentucky 

Maine 

Marvland 

■ 

Massachusetts 

Michigan 

Missouri 

Montana 

Nebraska 

New  Hampshire 

New  Jersey 

New  Mexico 

New  York 

Oklahoma 

Pennsylvania 

Rhode  Island 

South  Dakota 

Tennessee 

Texas 

Utah 

Vermont 

Virginia 

Wisconsin 


Self-insur- 
ance  (31) 

California 

Colorado 

Connecticut 

Delaware 

Hawaii 

Idaho 

Illinois 

Indiana 

Iowa 

Kentucky 

Maine 

Maryland 

Michigan 

Missouri 

Montana 

Nebraska 

New  Hampshire 

New  Jersey 

New  Mexico 

New  York 

Ohio 

Oklahoma 

Pennsylvania 

Rhode  Island 

South  Dakota 

Tennessee 

Utah 

Vermont 

Virginia 

West  Virginia 

Wisconsin 
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XXIII 
UNIVERSAL  STANDARD  WORKMEN'S  COMPENSATION  POLICY 


fatie 


(/) 


iZ) 


(Hereinafter  called  the  Company) 

flIIIBT  A0UI8  Wre  m  AttOltBD 

the  JDecUntioot  attached  beieto  and  fonnias  part  betcof.  as  retpectt  peffonal  iBJttry  taitaiacd  hf 
iacladiog  death  at  any  time  resultbg  therelrom, 

(■)   Tb  hij  Pirompllj  to  any  penon  entitle^  thereto,  under  the  WoriaDeo't  Compematioa  Lav  and 

tbefein  provided,  the  entire  amount  of  any  sum  due,  and  all  inttallmentt  thereof  as  they  become  due, 

T0  smdk  ptnm  beeams*  tf  tkt  otSigia/iom  for  rtmptnt^tim  for  tu^  smek  tmury  impm§d  tipam  «r  me€tpUd  ky  Ait 

T  tmdtr  such  tf  cerlmm  tkiluiis^  ms  nun  U  appOcabk  tktntt^  attd  md  dneriM  m  4m  tmimntmmt 

t9  Ait  PMcy^  tmek  tfwkkk  sMtnUs  is  Junim  nftintdifitt  Mr  Wtr/kmci^t  CtmpemsMiiom  Um,  md 

FtrdUktm^tfsuekptnmditprtpertoalifwkslnferwudicai^smxic^  nmnt  or  hnpiuU  stm^f^  mnkeai  w 
smrgiad  apparahu  or  mpptumets  md  msdieimit^  or,  imtki  tvtnt  tf  ftsUd  iigwy^  t^utUvir  fiuuMJfjtptma  an 
vtqmind  iy  the  provinms  of  sack  Workmttis  Coaipeasaiioa  Law.  /^^^^\<4 


b  ii  sfiecd  that  all  of  the  provisions  of  each  Workmen's  Compensation  Law  covered  hereby 
a  part  of  this  cooh^ct  as  folly  and  completely  as  if  written  herein,  so  far  as  they  apply 
for  aay  personal  injury  or  death  covered  by  this  Policy,  while  this  Policy 
itained  shall  operate  to  so  extend  this  Policy  as  to  include  within  its  terms 
or  plan  upt  cited  in  an  endorsebent  hereto  attached. 

(b)   To  Initoninlfy  this  Employer  against  loss  by  reason  of 
on  account  of  such  injuries  to  such  of  said  employes  as  are  legaF 
within  the  territorial  limits  of  ***^fl?litfd  ^^*Vk  '^t  Anit't'' 
baokraptcy  or  insolvency  of  this  Employer  the  Company  shall  ndi 


remaw 


Li», 


kr 

he 


would  have  been  payable  but  for  such  bank 

execution  against  thb  Employer  is  returned 

claidKn^  by,  through  or  under  the  inured, 

person  claiamg  by.  through  or  under  the  injured, 

t  of  the  judgment  m  said  action  not  exceedi^rthe 

Tb  8w«  this  Employer  (•)  by  the  insj 
by  the  Company  and  thereupon  to  sui 


ton  or  other 
Nothing 
Compensation 


posed  upon  him  by  law 

wherever  such  injuries  may 

^nlbn  of  Canada.   In  the  event  of 

rom  the  payment  of  such  indem- 


If,  because  of  such  bankruptcy  or 

action  brought  by  the  injured,  or  by 

may  be  maintained  by  the  in|ured,  or  by 

he  Company  under  the  terms  of  this  Policy  for 

of  this  Policy. 

work  places  covered  by  the  Policy  when  and  as  deemed 
mployer  such  changes  or  improvements  as  may  operate 


and,  (b)  upon  notice  of  such  injuries,  by.  investigatioo 
cordaoce  with  law. 


"•-T 


the  number  or  severity  of  injuria 
and  by  settlement  of  any  resultini 

FhfMu  To  DitaMi,  in  Jhe  ta£%\nds^  behalf  of  this  Employer,  any  suits  or  other  proceedings  which  may 
tisM  be  iostitoied  againsDUnQbricMunt  of  such  injuries,  including  suits  or  other  proceedings  alleging  such 
and  demanding  damagrOy^mplMisation  therefor,  although- such  suits,  other  proceedings,  allegations  or 
are  wboHy  groondhmny^Hvaudulent 

To  Fiy^a  di^QjMd  against  this  Employer  In  any  legal  proceeding  defended  by  the  Company,  all 
after  fetfr  fi  judiuitnt  and  all  expenses  incurred  by  the  Company  for  investigatioo,  negotiation  or 


t  ahall  I4vlj  to  such  injuries  sustained  -by  any  penon  or  persons  employed  by  this 

lemuneration  shall  be  included  in  the  total  actual  remuneration  for  wl*.ich  provision  b  herein- 

remuneration  the  premium  for  this  Policy  is  to  be  computed  and  adjusted,  and,  also  to  such 

the  President,  any  Vice-President,  Secretary  or  Treasurer  of  this  Employer,  if  a  corporation. 

of  any.  such  des^n^ted  oflker  shall  not  be  subjected  to  a  premium  charge  unleu  he  is  actually 

such  duties  as  are  ordinarily  undertaken  by  ajpuperiatendent,  foreign  or  workman. 

lUa  agrMaimit  ahall  apply  to  such,  injuries  so  sustained  by  reason  of  the  business  operations  described 
Declaratioos  which,  for  the  purpose  of  this  insurance,  shall  include  all  operations  necessary,  incident  or  appur- 
theteto.  or  connected  therewith,  whether  such  operations  are  conducted  at  the  h[prk  places  defined  and. 
in  said  Declarations  or  elsewhere  in  connection  with,  or  in  relation  to,  such  work  places. 


■han  apply  only  to  such  iniuries  so  sosuined  by  reason  of  accldenta.occurriaf  dnrinc 
TdUfCf  period  limited  and  defined  as  such  in  Item  2  of  said  Declarations. 

THIS  AGMKIfENT  IS  SUBJECT  TO  THE  FOLLOWING  OONDmONSt 

of  issue  of  thn  Policy.  At  the  end  of  t|ie  Policy  period  the 
actual  amount  of  the  remuneration  earned  by  employes 
during  such  period  shall  be  exhibited  to  the  Company,  as 
provided  in  Condition  C  hereof,  and  the  earned  premium 
.adjusted  in  accordance  therewith  at  the  rates  and  under 
the  conditions  herein  specified.  If  the  earned  ptemiuffl, 
thus  computed,  is  greater  than  the  advance  premiudi  paid, 
this  Employer  shall. immediately  pay  the  additional  ambuat 
to  the  Company,  if  less,  the  Company  shall  return  to  this 
Employer  the  unearned  portion,  but  in  any  event  the 
Company  shall  retain  the  Minimum  Premium  stated  -ia 
said  Declarations.  All  premiums  provided  by  this  Policy, 
or  by  any  Icgdorsement  hereon,,  shall  be  fully  earned 
whether  any  such  Workmen's  Compensation  Law,  or  any 
part  of  such,  is  now  or  shall  hereafter.be  declared  iavalid 
or  unconstitutionaL 

B.   This  Pblicy  may  be  cancelled  at  any  time  by  dther 
oUhe  parties  upon  wntten  notice  to  the  other  party  statiac 


IL  The  premium  b  based  upon  the  entire  remunera- 
tien  earned,  during  the  Policy  period,  by  all  employes  of 
thbEa^oyer  engaged  in  the  business  operations  described 
IB  said  Declarations  together  with  all  operations  necessary. 
It  or  afi^ortenattt  thereto,,  or  connected  therewith 
conducted  at  such  work  places  or  elsewhere  in 
theqesrith  or  in  relation  thereto ;  jr*scr*'"y 
the  rniuneration  of  the  President.  iKy  Vice- 
Pwsidcot,  Sccreta/y  or  Treasurer  of  this  Employer,  if  a 
rarporation.  but  including  the  remuneration  of  any  one  or 
■oic  of  sachjlieaignated  oflBcers  who  are  actually  perform- 
iag  aach  d«nes  as  are  ordinarily  undertaken  by  a  supcrin- 
teadeat,  foreman  or  woricman.  If  any  operations  as  above 
defined  are  undertaken  by  thb*  Employer  but  are  not  de* 
scribed  or  rated  in  said  Declarations,  this  Employer  agrees 
•a  pay  the  prealam  thereon,  at  the  time  of  the.  final  ad- 
jnsftneat  of  the  premium  in  accordance  with  Conditi<»  C 
keicoC  at  the  ratea.  and  in  compliance  with  the  rules,  of 
the  IMpmmI  of  Rates  b  use  by  the  Company  upon  the  date 


\ 
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when.  &ot  leit  than  ten  days  thereafter,  cancellation  shall  for  the  purposes  of  any  Workmen's  Compensation  Law 
be  efifective.  The  effective  date  of  such  cancellation  shall  covered  hereby  shall  be  jurisdiction  of  the  Company  and 
then  be  the  end  of  the  Policy  period.  The  law  of  any  state,  the  Companv  shi  In  all  things  be  bound  by  and  sabiect 
in  which  this  Policy  applies,  which  requires  that  notice  of  to  the  findlHe's,' judgments,  awards,  decrees,  orden  or  de- 
cancellation  shall  be  given  to  any  Board.  Commission  or  cisior  rendered  against  this  Employer  in  the  form  and 
other  state  agency  is  hereby  made  a  part  of  this  Policy  manner  provided  by  such  laws  and  within  the  terms»  limi- 
and  cancellation  in  such  state  shall  not  be  efifective  except  |ations  and  provisions  of  this  Policy  not  inconsistent  with 
in  compliance  with  such  law.    The  remuneration  of  em^*-  such  laws. 

&K.^?«mn^t!S':''Lr.K'^K«  w  ISJ^l^  ^H^^'^''*  ^'    This  Employer,  upon  the  occurrence  of  an  accident. 

J5fi  .^»K"5?yi*?*i?^".^=f.^**3  ?'  15-  »^'"*' «"."»"*■  shall  give  immediate  written  notice  thereof  to  the  Coo- 

LS  J**  u\  ^/k t'^I.^'l??""-*'"  .^?J«'"'"***  as  herem  pro-  •^jj^  ^^^  ,„„    ^  i„fonnation  obtainable.  He  shall 

vided.  If  such  cancellation  IS  at  the  Company's  request^  Jj^/,j^    ^^^^  ^^^^  ^„„  particulars  of  any  claim  made  on 

I J  rtiX'LST'?/".  '^;"  ^  "n^",*!***^^,^^  t*  ^T'^^V^  account  of  such  accident  If.  thereafter,  any  suit  or  other 

w  Gondi  ion  A.  If  such  cancellation  is  at  this  Employer's  proceeding  is  instituted  against  this  Employer,  he  shall 

>.  r?.';?l*/Il^f.""f'*  premium  shall  be  computed  and  ad-  Sn„ediately  forward  to  The  Company  eveiy  summon^ 

/^  ri***  V^""^  u^V'  ?  *5"'^*".«  ^V»^f»»^'•i'«  P""^**  notice  or  other  process  served  upiShim.  Nothing  else- 

^    Sf '^S"'  -^^  ""p1*'^°'L'*  *.^!f  "'""/n  "  r*  ^  ^V^  '^here  contained  in  this  Policy  s)iall  relieve  this  £S»to7er 

i?I';Sl  1""?  '^«"'""  .»"i««* '«  »*'«!  Dwlarauons.  If  this  ^^  ^is  obligations  to  the  Company  with  respect  to  notice 

mium  shall  be  computed  and  adjusted  pro  rata.  Notice  of  G.  No  action  shall  lie  against  the  Company  to  itcenrer 
cancellation  shall  be  served  upon  this  Employer  as  the  upon  any  claim  or  for  any  lou  under  Pinii|npbOnt(b)' 
law  requires,  but.  if  no  different  requirement,  notice  foregoing  unless  brought  after  the  amount  of  such  claia 
mailed  co  the  address  of  this  Employer  herein  given  shall  or  loss  shall  have  been  fixed  and  rendered  certain  either 
be  a  sufficient  notice,  and  the  check  of  the  Company,  by  final  judgment  against  this  Employer  after  trial  of  the 
similariy  mailed,  a  sufficient  tender  of  any  unearned  issue  or  by  agreement  between  the  parties  with  the  writ- 
premium,  ten  consent  of.  the  Company,  nor  in  any  event  unlesi 

^     ^     ^  brought  within  Itwo  years  thereafter. 

C    The  Company  shall  be  permitted,  at  all  reasonable  .„     ..  .          .    .    ,        /          .       ,          ... 

times  during  the  Policy  period,  lo  inspect  the  plants,  worits.  H.    If  the  method  of  scrvmg  notice  of  cancellatioo.  or 

machinery  and  appliances  covered  by  this  Policy,  and  to  tbe  limit  of  time  for  notice  of  acadent  or  for  any  legal 

examine  this  Employer's  books  at  any  time  during  the  proceeding  herem  contained   is  at  variance  with  any 

Policy  period,  and  any  extension  thereof,  and  within  one  specific  statutory  provision  in  relation  thereto,  in  force  in 

year  after  its  final  expiration,  so  far  as  they  relate  to  the  the  state  in  which  any  of  the  business  operations  herein 

remuneration  earned  by  any  employes  of  this  Employer  described  are  conducted,  such  specific  statutory  provistoa 

whfle  thb  Policy  was  in  force.  shall  supersede  any  such  condition  in  this  contract  incon- 
sistent therewith. 

J^:.*Jk ' J*"/'!S**."*^*.r'?*^'^M^?  ^"^  *<"«0'"K  I.    No  auignment  of  interest  under  thb  Policy  shatt 

art  hereby  declared  to  be  the  direct  obligations  and  prom-  bind  the  Company  unless  the  consent  of  the  Company 

'•!*•  ^  ^-  C<>»P»ny  to  any  injured  employe  covered  ^^u  be  endoned  hereon. 
hereby. or,  in  the  event  of  his  death,  to  his  dependents; 

and  to  each  such  employe  or  such  dependent  the  Com-  J.   .If  this  Employer  carries  any  other  iosurance  cover* 

pany  is  hereby  made  directly  and  primarily  liable  under  ing  a  claim  covered  by  this  Policy,  he  shall  not  recover 

said  obligations  and  promises.  This  contract  is  made  for  from  the  Company  a  Uurger  proportion  of  any  soch  claim 

the  benefit  of  such  employes  or  such  dependents  and  is  than  the  sum  hereby  insured  bears  t^ihe  whole  aaooaC 

enforceable  against  the  Company,  by  any  such  employe  ol  valid  and  collectible  insurance,  y 

or  such  dependent  in  his  name  or  on  his  behalf,  at  any  |r     -- .  r/»™«.«w  .k^ii  k*  ..iKr^MMfArf  >..  ^mmm.  ^  •«« 

time  and  in  any  manner  permitted  by  law.  whether  dainn  '•    V*«  ?°P"JL!S^*  if  •J""!?*?!  *"  ^.**^  "  "X 

or  proceedings  are  brought  against  the  Company  alone  or  f^'TJ^^'iS***;  «»».f^»>cy.  «<>  ^  **^"i^»f  *>  ^^!S^h 

jointly  with  this  EmplSye^.  H  th«  »aw  of  wy  sute  in  5.*"  "«^»  "^  ^"""^  therefor  vested  by  law  either  to 

which  the  Policy  is  applicable  provides  for  thi  enforce-  ^»  ^^""^^'^  "L  Vl  ^^""^^  "lii^******^^ 

ment  of  the  rights  offuch  employes  or  such  dependents  claiming Tiereonder.  against  persons,  corporauons.  asMM- 

by  any  Commission.  Board  or  other  slate  agency  for  the  **'**"  *"  csutes. 

benefit  of  such  employes  or  such  dependents,  then  the  L.  No  condition  or  provision  of  this  Policy  shall  be 
provbions  of  such  law  are  made  a  part  hereof,  as  respects  waived  or  altered  except  by  endorsement  attached  hereto 
any  matter  subject  thereto,  as  fully  as  if  written  herein,  signed  by  the  President,  a  Vice-President,  Secretary  or 
IThe  obligations  and  promises  of  the  Company  as  set  forth  an  Assistant  Secretary  of  the  Company,  nor  shall  notice 
'nrthis  paragraph  shall  not  be  affected  by  the  failure  of  to  any  agent,  nor  shall  knowledge  possessed  by  any  agent, 
this  Employer  to  do  or  refrain  from  doing  any  act  required  or  by  any  other  person,  be  held  to  effect  a  waiver  or  change 
by  the  Policy ;  nor  by  any  default  of  this  Employer  after  in  any  part  of  this  contract.  Changes  in  the  written  portioe 
the  accident  in  the  payment  of  premiums  or  in  the  giving  of 'the  Declarations  forming  a  part  hereof  (except  Itmt 
of  any  notice  required  by  the  Policy  or  otherwise :  nor  by  3,'3  and  4)  may  be  made  by  the  agent  countersigning^  thb 
the  death,  insolvency,  bankruptcy,  legal  incapacity  or  in-  P^li^y.  such  changes  binding  the  Company  when  initialed 
ability  of  this  Employer,  nor  by  any  proceeding  against  by  such  a^nt  The  personal  pronoAn'  herein  used  to> 
him  as  a  result  of  which  the  conduct  of  this  Employer's  refer  to  this  Employer  or  to  an  injured  employe  or  de- 
business  may  be  and  continue  to  be  in  charge  of  an  exec-  pendents,  shall  apply  regardless  of  number  or  gender. 

otor,  administrator,  receiver,  trustee,  assignee,  or  other        ««     —.  ^    .. .    .    f^.-..  •  .^  x  .  .•    .     •    ^^ 

person                                                •        »      «  H,    jb^  statements  in  ItMlia  1  to  ^  inclusive  in  the 

*^  Declarations  hereinafter  contained,  are  true ;  those  stated 

B.    As  between  the  employe  and  the  Company,  notice  as  estimates  only  are  believed  to  be  true.  This  Policy  b 

to  or  knowledge  of  this  Employer  of  an  injury  or  death  issued  upon  such  statements  and  in  consideration  of  the 

covered  hereby  shall  be  notice  or  knowledge,  as  the  case  provisions  of  the  Policy  respecting  its  premium  and  the 

may  be.  of  the  Company;  the  jurisdiction  of  this  Employer  payment  of  the  premium  in  such  Declarations  expressed. 

IN  WITNESS  WHEREOF,  the  INSURANCE  GOIIPANT  OP                                   has 

caused  this  Policy  to  be  signed  by  its  President  and  Secretary  at  Pennsylvania,  and  coontenigned  by 
a  duly  authorised  Agent  of  the  Company. 
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XXIV 
SAMPLE  CLASSIFICATION  SHEET  OF  COMPENSATION  MANUAL 

Revised  Edition— Basic  Manual  June  30,  1920. 

Classification  No.  PX.  Teams 

COAL  MERCHANTS; 

Coal  Merchants — receiving  or  shipping  by 
water  or  by  land   and  water,  including 

stevedoring  operations,  if  any 8220  ZH  QA 

Drivers  and  their  Helpers 7212  * 

Chauffeurs  and  their   Helpers 738S  * 

This  classification  not  availifble  to  con- 
cerns engaged  exclusively  in  stevedoring. 
Coal    Merchants — receiving    or    shipping   by 

land  only    8230  ZH  QA 

Drivers  and  their  Helpers 7221  * 

Chauffeurs  and  their  Helpers 7393  * 

Cocoa    Mfg    2042  ZA  R 

Cocoanut  Shredding  and  Drying   (N.  P.  D.) 

(rate  as  Tood  Sundries") 6504  ZA  R 

Coffee  Cleaning,  Roasting  and  Grinding  (rate 

as  "Food  Sundries") 6504  ZA  R 

COFFIN  AND  CASKET  MFG.: 

Coffin  and   Casket — (wood)    mfg.   and  as- 
sembling  (including  metal  fittings) 2804  ZA  R 

Coffin  and  Casket — (metal)    mfg.  and   as- 
sembling         3074  ZA  R 

Coffin    and    Casket — (concrete)    mfg.    and 

assembling    4035  ZA  R 

Upholstery   Work    and    Mfg.   Burial    Gar- 
ments           9525  ZA  R 

Coke  Mfg.— (bee-hive) 1469  ZD  QA 

Coke    Mfg.— -by-product    ovens — no    refinine 

of  by-products r,      1470  ZD  QA 

Cold   Storage  Warehouses— operation 8291  ZG  R 

Collar  and  Cuff  Mfg. — including  laundry...      2520  Z^  R 

•Payroll  must  be  included  in  the  Public  Disability  policy. 
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SAMPLE  RATE  SHEET  OF  COMPENSATION  MANUAL 


NEW  JERSEY. 

RATE  SHEET. 

The  Compensation  Rates  and  Minimum  Premiums  for  this  SUte  are 
duywn  below  opposite  the  C/Qsm  Numbers  of  the  various  classifications. 
Note:  Symbol  (a)  means  "refer  to  Home  Office.'*  


Na. 

0005. 
0006. 
0008. 
0050. 

0100. 
0101. 
0251. 


Min. 
Rate       Pken. 


0S02. 

0400. 
0401. 
1102. 
1120. 

1121. 
1154. 
1164. 
1165. 

1200. 
1201. 
1217. 
1601. 

1621. 
1410. 
1418. 
1420. 

14S1. 
1468. 
146!r 
1452. 
1468. 

1465. 
1470. 
1471. 
1472. 


.42.. 

.72.. 

.vo. . 

.42.. 

8.8o. . 

2.18. . 
2.18. . 
.05.. 
1.80.. 
2.82.. 


8. 
11. 
14. 

8. 
42. 

26. 
26. 
14. 
18. 
27. 


1.58..  20. 

8.24..  86. 

2.78..  82. 

4.88..  48. 

4.88..  48. 

6.86..  70. 

8.56..  40. 

8.56..  40. 


2.51.. 
4.74.. 
8.67.. 
1.24. . 

2.88. . 

.83.  • 

1.22.. 

2.51.. 


20. 

50. 
40. 
16. 

82. 

12. 
16. 
20. 


8.68..  40. 
2.17..  26. 
2.00..  25, 
2.80..  28. 
1.44..   18. 


1.70. 
1.72. 
2.16. 
1.54 


22. 
21. 
26. 
10. 


Code 
No. 


Rate 


1602. 

.  8.86.. 

1620. 

.  8.86.. 

1621. 

.  3.86.. 

1622. 

.  8.86.. 

1628. 

.  8.86.. 

1640. 

.  2.02.. 

1654. 

.  8.86.. 

1701. 

.  1.76.. 

1708. 

.  1.50.. 

1710. 

.  8.18.. 

1741. 

.  1.50.. 

1742. 

.  1.50.. 

1748. 

.  1.50.. 

1744. 

.  1.50.. 

1745. 

.  .74.. 

1748. 

.  .65.. 

1750. 

.  1.70.. 

1802. 

.  1.27.. 

1808. 

.  1.27.. 

1852. 

.  1.24.. 

1858. 

.  .74.. 

1850. 

.  .78.. 

1860. 

.  .82.. 

1024. 

.  1.88.. 

2000. 

.  1.11.. 

2001. 

.1.11.. 

2002. 

.  2.20.. 

2014. 

.  1.42.. 

2015. 

.  1.24.. 

2016. 

.  1.11.. 

2020. 

.  .00.. 

2021. 

.1.14.. 

2030. 

.  2.00.. 

2040. 

.  1.22.. 

2041. 

.  .81.. 

2042. 

.  .81.. 

2045. 

.  .81.. 

2054. 

.  .61.. 

2061. 

.  1.18.. 

2062. 

.  1.18.. 

Min. 
Pkcn. 

42. 
42. 
42. 
42. 
42. 

31. 
42. 
22. 
20. 
86. 

20. 
20. 
20. 
20. 
11. 

11. 
22. 
17. 
17. 
16. 

11. 
12. 
12. 
18. 
15. 

15. 
27. 
IS. 
16. 
15. 

14. 
15. 
25. 
16. 
12. 

12. 
10. 
16. 
16. 


Code 
No. 


Rale 


2068. 

..  1.18.. 

2065. 

..  1.18.. 

2067. 

.  1.18.. 

2081. 

.  2.24.. 

2000. 

..  .00.. 

2001. 

.  .00.. 

2002. 

.   .oo; . 

2101. 

.  1.18.. 

2102. 

.  .87.. 

2105. 

.  .54.. 

2110. 

.  1.35.. 

2111. 

.  1.00.. 

2112. 

.  .75.. 

2114. 

.  .75.. 

2121 

.  1.52.. 

2125. 

.  1.52.. 

2130. 

.  1.72.. 

2143. 

.  1.35.. 

2150. 

.  2.00.. 

2161. 

..  2.48.. 

2165 

.  1.35.. 

2173. 

.  .41.. 

2174. 

..  4.76.. 

2175. 

.  .41.. 

2176 

.  .11.. 

2210. 

.  3.07.. 

2211. 

.  1.41.. 

2216. 

.  2.48.. 

2220, 

.  .61.. 

2222. 

.  .61.. 

2260. 

.  1.22.. 

22G3. 

.  1.23.. 

2264. 

.  1.18., 

2260. 

.  2.48.. 

2280. 

.  1.10.. 

22sr> 

.  .41.. 

22SS. 

.  1.73.. 

2201 

.  .41.. 

2300 

.  .34.. 

Mitt, 
ivcin. 

16. 
16. 
16. 
26. 
18. 

13. 
13. 
16. 
18. 
0. 

18. 
14. 
12. 
12. 

10. 
10. 
21. 
18. 
24. 

28. 

IS. 

8. 

50. 

S. 

6. 
84. 
18. 
20. 
10. 

10. 
16. 
16. 
16. 

20. 

15. 

S. 
21. 

S. 

« 


Code 
No. 

2301.. 
2302.. 
2303.. 
2820. . 
2848.. 


Mb. 
Rale       Aem. 


.20. 
.20. 
.20. 
.61. 

.78. 


2840..  1.^28. 
2350..  .78. 
2351..  .61, 
2861..  .10, 
2862..     .86, 


2380. . 
2382.. 
2383.. 
2384. . 
2386. . 


.82. 
.82. 
.84. 
.82. 
.80. 


2387..  .82. 

2388..  .80. 

2300..  .82. 
2402..'  .62. 
2410..  1.48. 

2413..  .82. 

2415..  .82. 

2416..  .53. 

2417..  .75. 

2501..  .21. 


2502.. 
2503.. 
2520.. 
2521.. 
2580. . 

2531.. 
2532.. 
2.>33.. 
2534.. 
2535.. 

2536.. 
2551.. 
2552.. 
2553.. 
2554.. 


.21. 
.21. 
.21. 
.21. 
.88. 

.21. 
.21. 
.10. 
.21. 

•  MA. 

.35. 
.21. 
.10. 
.21. 
.21. 


6. 

6. 

6. 
10. 
12. 

17. 

12. 

10. 

6. 

8. 

7. 

i. 

7. 
7. 

7. 

7. 

7. 
10. 
10. 

12. 
12. 

0. 
12. 

6. 

6. 
6. 
6. 
6. 
7. 

6. 
6. 
6. 
6. 
6. 

8. 
6. 
6. 
6. 
6. 
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XXVI 
COMPENSATION  SCHEDULE  RATE 


PENNSYLVANIA 

(4)  The  f oOowiiig  items  onfar.  i4>ply  to  CFBoee  having  maao- 
ally  operatedtravel  and  houit: 

166. 

(5)  The  following  items  only,  apply  to  I-Beam  or  monanfl 
hoists  with  cage  or  cab: 

168, 164, 1%  166. 

(6)  Looornotiye  Cranes  shall  not  be  considered  under  this 
section. 

170  El«¥ators 
Definitions 

(1)  Etevator 

An  levator  is  a  hoisting  meriianism,  either  manually  or 
mechanically  operated,  equipped  iHth  a  car,  cage  or 
platform,  which  moves  m  gmaes  in  a  vertical  direction 
and  ^ich  is  derigned  to  cany  passengers  or  freight  TIds 
definition  does  not  apply  to  dumbwaiters. 

(2)  PaiBsenger  Elevatof 

Passenger  devator  is  an  elevator  used  primarily  for  the 
canying  of  persons. 

(8)  Freight  Elevator 

Freight  devator  is  an  devator  used  primarily  for  the 
carrying  of  freisJit. 

(4)  Elevator  Shaftway 

Elevator  shaftway  shall  mean  any  shaft  opening  in  which 
an  devator  car  operates. 

(5)  Elevator  Machinery 

Elevator  machinenr  diall  mean  all  m^wrhaniftin  and  e<iuip* 
ment  directly  usea  in  the  operation  of  the  devator. 

(6)  Elevator  Car 

Elevator  car  shall  mean  the  car,  cage  or  platform  iHiieh 
is  operated  in  an  devator  shaft  or  hoistway. 

(7)  Dumbwaiters 

A  dumbwaiter  is  a  hoisting  mecJianism  used  for  tnms* 
ferring  frdght  only  and  constructed  as  follows: 

Not  more  than  nine  (9)  square  feetplatform  area,  car 
not  over  four  (4)  feet  hi^,  and  not  used  to  cany  over 
five  hundred  (600) 


r 
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(8)  HaadHoUto 

A  hand  hoist  (whip  hoist)  is  a  hoisting  mechanism  manu- 
ally or  mechanically  (operated  without  a  car,  cage  or 
platform  operating  in  guides  and  is  genendly  operated 
through  one  or  more  floor  openings  inside  the  building 
or  near  a  wall  opening  on  the  outside  of  a  buUding. 

(9)  Hand  Power  Elerators 

Hand  power  elevators  are  devaton  i^ch  are  raised  and 
lowered  entuely  by  manual  effort 

(10)  Auxiliary  Power  AttachmenU 

Elevators  equipped  with  grip  or  other  auziliaiy  power 
attachments  shall  be  considered  as  power  elevators. 

171  Charge  for  each  Elevator  where  there  are  any  Beams, 
Floors  or  other  projections  in  Shafts  which  form  a  Shear  with 
floor  of  passing  Elevator. 

1.0  point  under  Item  119. 
Rule 

(1)  This  item  shall  not  apply  to: 

Hand  Power  Elevators 

Hand  Power  Sidewalk  Elevators. 

Definition 

(2)  A  shear  in  a  shaf tway  is  formed  by  an  offset  or  projection 
such  as  floors,  supports,  beams,  bolts  or  other  fixed  con- 
struction so  located  that  an  article  extending  two  (2) 
inches  beyond  the  edge  of  th  ^  car  platform  may  strike  it 
when  the  car  js  ascending. 

Standard 

(3)  ^des  of  elevator  shWts  shall  be  smooth  and  free  from 
projecting  pbjects. 

(4)  Beams,  floors  and  other  projections,  forming  a  shear 
with  floor  of  pasbing  elevator,  shall  be  beveled. 


(a)  Substantial  bevded  metal  or  wood  olates  shall  be 
Installed  under  all  projections,  extending  into  shaft 
to  within  two  (2)  Inches  or  leas  of  fioor  of  passing  car. 
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XXVII 
FINANCIAL  STATEMENT  OF  A  COMPENSATION  MUTUAL 

Premium   Income    $      985,031.08 

Assets        1,578.997.82 

Liabilities      1,085,661.09 

Surplus     493,336.73 

Loss   Ratio       ^^-57% 

Expense  Ratio     ^^"^^Ij 

Earnings 39.68% 

COMPARATIVE  EXPERIENCE  BY  FISCAL  YEARS  ENDING  JUNE  30 

Premiums        Expense 
Assets  Written  Ratio      Loss  Ratio       Surplus        Dividend 

1  $    90,747.77      $144,280.03         27.40%         36.78%       $  39,446.08  25% 

2  186,918.06         184,603.84        17.69%         56.19%  64,621.92  25% 

3  327,257.26        341,195.30        16.08%        72.23%  78,300.16  10% 

4  1,130.648.05         777,362.32         15.75%         47.06%         310,000.00  •20% 

5  1,578,997.82        985,031.08         14.71%         49.37%         493,336.73  t2754% 

•First  half, 
f  Second  half. 

XXVIII 

STATEMENT  OF  FINANCIAL  CONDITION  OF  A  STATE  WORK- 
MEN'S COMPENSATION  INSURANCE  FUND 


ASSETS  Dee.  81, 191« 

Investmenti $499,823.00 

Cmsh  on  D«poMt 56.713.72 

Net  Deferred  and  Uncol- 
lected Premiums £9.406.88 

$572,003.00 

Intereit  Accrued 6.035.51 

CroM  PayroU  Audit  Addi- 
tions          163.510.3S 

Gross  Merit  Rating  Addi- 
tions   8.918.08 

TOTAL $751.^66.91 

LIABILITIES 

Reserve  for  Claim  Losses 
to  Maturity $404,825.55 

Reserve  for  Possible  De- 
predation on  Investments 

RMcrve  for  Re-insurance 
Premium  Payable 2.877.35 

Reserve  for  Outstanding 
Accounts  Payable 

Reserve  'or  Dividends 
Payable 93.162.04 

TOTAL  RESERVES.      $500,364.94 

Premiums  Paid  in  Advance  $22,857.97 

Payroll  Audit  reductions . .  42,020.18 

Merit  Rating  Reductions. .  41.962.52 

Catftatroph«  Surplus ....  68.049.84 
Fluetuataon    .Suzplus . . 

a«ii«ral  Surplus 75.004.28 

TOTAL.^!???Ti $750,259.73 


Dm.  11, 1917 

$1,204,370.32 
85.957.49 


Dm.  tl,  lilt 

$2,772,588.58 
107.095.02 


Dm.  n,  !•!• 

$8,985,105.19 
856.577.0$ 


85.143.67        108.011.96        142.984iNI 


$1,375,471.48 

10.780.47 

401.915.05 

14.430.47 


$2,987,690.56 

35,002.15 

616,275.45 

10.910.87 


$4,884,666^15 

56^79S.ie 

$87.580.$« 

f8.76t.68 


$1.802.5$7.47  $3,649,878.53  $4.846,80«.1» 


$971,425.18 
25.000.00 
12.234.72 


$1,855,717.00 
75.000.00 
6,122.00 
5,811.36 
135.659.57        296,233.96 


$l,77l,21$.0t» 

100,000.60 

18.08L9O 

5,S76.2S 

828.199.00 


$1,144,319.42  $1,738,384.32  $2,222,875.1$ 


$21,220.34 
41,013.75 
63.525.04 

144.707.84 

882.541.27 


$14,931.57 
44.366.25 
135.573.99 
268,355.69 
500.000.00 
948.266.71 


$188,217.11 

104.875.09 

66.607.6$ 

368.436.00 

500.000.00 

1,445.791.06 


$1,797,328.56  $3,649,878.53  $4,846,802.10 
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EXTRACT  FROM  PAMPHLET  OF  PHILADELPHIA  CONTRIBUTION- 
SHIP  FOR  INSURANCE 

At  the  time  the  policy  is  issued,  the  insured  makes  a  cash  deposit  with 
the  company,  according  to  the  rate  upon  the  amount  insured,  which  on  dwell- 
ings varies  from  2%  to  V/2%  dependent  upon  construction  and  location — 
whether  in  the  city  or  country.  No  further  payments  of  any  kind  are  required, 
the  interest  earned  by  the  company  on  the  deposit  taking  the  place  of  annual 
premiums  on  term  insurance.  This  saves  the  insured  all  trouble  of  renewals 
and  eliminates  the  danger  of  having  the  policy  lapse. 

If  the  policy  is  cancelled  after  five  years,  either  by  the  assured  or  by  the 
company,  the  deposit  money  is  returned  in  full  (prior  to  five  years  there  is  a 
deduction  of  5%  or  10%). 

When  a  loss  comes  the  company  either  rebuilds  or  settles  on  a  cash  basis — 
but  in  either  event  the  policy  is  not  affected  (unless  the  loss  be  total)  but 
continues  in  force,  without  additional  deposit,  for  the  full  amount  as  before  the 
fire. 

Then  the  deposit  money  has  remained  with  the  company  for  ten  years,  it 
participates  in  any  dividends  that  may  be  declared,  which,  for  the  past  sixteen 
years,  have  been  at  the  rate  of  10%  per  annum. 
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J^. 


XXX 


NEW  YORK  STANDARD  FIRE  POUCY 


STOCK  COMPANY 


AnMMmt  $. 


Rate 


And  of 


■  iVofniinii  %. 

In  Consideration  of  the  Sliiwlaf  ions  Herein  nanifld 


Dollare 


and   Icf^   rcpretentotiTet,   to  tfie   extent   of   the.iicttial    cash    value    (asoeitatned    with    proper   JeduiUM 
dq)raciation)  of  th*  property  at  the  thne  of  lots  or  damaipe,   but   not   exoeedinr   the   aoMMnt   which  il  r 
coat  to  rqwir  or  refdace  the  aadie  with  material  of  like  kind  «nd  quality  withm  a  reasonable  time  afur 
kwa  or  daoiase,  witnoat  aUowanoe  for  aiiy'  increased  cost  of  repair  or  reconstniotioo  \^  reason  of  asy 
or  law   rcfoiatiqf  ooostniction   or   repair   add   without   compensatioa    for    loss    reaottiiv    froa    ' 


faofinen  or  maimfaclare*  for  the  term  of. 
from  tibt. 
to  the 


«•■•««•«• 


■■—■■^■■■■■■■■■■■— —■•i^«  »*■—»■•— •■■■>■■ 


.day  of. 


*■«  *im^^9m»mm  ■  •» 


_1J- 


'■USjT   ^m^  *•■••■■■*■■*•••••■■••■•••••«  ■■■•! 


-If. 


afdak  afl  DIRECT  LOSS  AND  DAMAGE  BY  FIRE  and  by  removal  from 
as  hcfefai  ptovided,  to  an  amount  not  ezoeedinc^. 


endangewid  liy  fii^ 


to  the  ffilkmiiif  described  property  while  located  and  contained  as  described  herein,  or  pro  rata  for  fiw 
at  eadi  proptf  ptooe  to  whicii  any  pf  die  property  shall  ncccaMnly  be  removed  for 
bat  not  cuewKere.  to  wit: 


This  policy  is  made  and  accepted  subject  to  the  foregoing  stipulations  and  conditions,  and  to  the  slifd 
and  conditions  printed  on  the  back  hereof,  which  are  hereby  made  a  part  of  this  policy,  togedicr  wi* 
other  provisions,  stipulations  and   conditions  as   may  be  endorsed   hereon  or  added   hereto  as   hereiB 


Jn  Wtnm  Wprmf,   this  Company  has  executed  and  attested  these  presents,  but  tfats  policy  ifaal  ail 
valid  until  countersigned  by  the  duly  authorised  Agent  of*  the  Company  at 


SECRETARY. 


Cbontersigned  at 

this  ..^...^ .day  oL... 


rREsn>Ein 


Ji9. 


■a/ 
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This  entire  policy  iHatl  b«  void  if  the  insured 
lus  conceelcd  or  misrepresented  any  ou- 
terUl  fact  or  circunutancc  concern  log  this 

CM  ibc  Mibjcct  thereof;  or  in  case  of  any  fraud  or  false 
fsnac  by  the  insured  tonchinf  anv  matter  relating  to  this 

c  or  thf  subject  thereof,  whether  before  or  after  a  loss  <■ 
This  policy  shall  not  cover  accounts,  bills. 
currency,  deeds,  evidences  of  debt,  monev. 
notes  or  securities;  nor,  unless  spccilicauy 
named  hereon   in   writing,  bullion,   manu- 

■Mchanical  drawings,  dies  or  patterns. 

This  Compauy  shall  not  be  liable  for  lost 

or  damage  caused  directly  or  indirectly  by 

invasion,  insurrection,   not,    civil    war   oi 

or  miltearv  pr  usurped  power,  or  by  order  of  any 


:  or  by  theft:  or  by  neglect  of  the  insured  to  vsc 
to  save  and 


preserve  the  property  at  and 
ftrn  or  when  the  property  is  endangered  by  Are  in 
>MUbortnf  premises. 
>    nin  aaaro  policy  abali  be  void.  unlMa  othorwise  provided 

Ir 


{■  hf^^m&mmH  m  wriiiaf  added  hereto. 

^"  Oa^HBh^  ate.  ^'^ "  ***•  interest  of  the  insured  be  other  than 
H  wwamuB^nw.  unconditional  and  sole  ownership;  or  (b)  if 
H  Iht  sabject  of  insurance  be  a  building  on  ground  not  owntd  by 
B  tbc  maured  in  fee  simple;  or  (c)  if.  with  the  knowledfe  of  tht 
Jl  inonrcd.  forcclosare  proceedings  be  commenced  or  notice  given 
V  ^u^dBMj  property  insured  nereundcr  bv  reason  of  any  mori- 
a  gi^c  or  irast  deed;  or  (d)  if  any  change,  other  than  by  the  deaih 
9  el  an  iaaored.  tahe  place  in  the  interest,  title  or  possession  of 
Jl  the  sobiect  of  insurance  (except  change  of  occupants  without 
Jl  in-TTfT  of  hasard) ;  or  (e)  if  this  policy  be  assigned  before  a  loss. 
JZ  UaisaB  oehsi  itoe  previdod  by  agreement  In  writing  added 
Jl  hwuto  tUn  Coovnjr  ahall  not  be  liable  for  loan  or  damage 

]«OCC«RiM 

JS  nrtii  [■■■■■iin        ^'^  while  the  insured  shall  have  any  othei 
J(  *'■■'*■■■*■■*••      contract  of  insurance,  whether  valid  or  not 
S  on  property  covered  in  whole  or  in  part  by  this  policy;  or 
B  (b)  while  the  hasard  is  increased  by  any 

Jl  lacreaae  of  haawd.  means  within  the  control  or  knowledge  oi 
4  the  insured;  or 

11  ,      .  (c)  while  mechanics  are  employed  in  building 

12  ■apaira.  eic  altering  or  repairing  «he  described  premises 
'  4J  beyond  a  period  of  fifteen  days;  or 

44  .     .__.  (d)  while  illuminating  gas  or  vapor  is  gencr- 

*^  Sl  •ftt'  *****  •"  ****  described  premises;  or  while 

^  ga^  CSC  (any  usage  Or  custom  to  the  contrary  not- 

47  withstanding!  there  is  kept,  used  or  sllowcd  on  the  described 
41  premises  fireworks,  greek  fire,  phosphorus,  explosives,  beniine. 
49  gssctenc.  naphtha  or  any  other  petroleum  product  o(  greatei 
St  nlammabitity  than  kerosene  oil.  gunpowder  exceeding  twenty- 
Si  ivc  pounds,  or  kerosene  oil  exceeding  five  barrels,  or 

»      _^__^  (e)  if  the  subject  oT  insurance  be  s  msnufsc- 

racTono^  taring  .establishment    while    operated    in 

whole  or  in  part  between  the  hours  of  ten  P   M  and  Ave  A   M.. 


» 
li 
S4 


SS  or  while  ft  ceases  to  be  operated  beyond  apcriodoficndays:or 


y 


«j 

«4 
«5 


(f)  while  a  described  building,  whether  in 
tended  for  occupancy  by  owner  or  tennnt.  is 

I  or  unoccupied  beyond  a  period  of  ten  days;  or 

(g)  by  explosion  or  lightning,  unless  fire 
ensue,  and.  in  that  event,  (or  loss  or  dam- 


age by.  fire  only. 
Un 


Tnleis  otherwise  provided  by  agreement  in 
writing  added   hereto   this   Company   shall 
not  b«  liable  fur  loss  or  damage  to  any  property  insured  here- 
under  while  incumbered  by  a  chattel  mortgage,  and  during  the 
time  of  such  incumbrance  this  Company  shall  be  liable  only 
O  lot  loao  or  damage  to  any  other  property  insured  hereunder 

5  PhB  of  bidMiaff.  F..*  »>"''«*'"«•  ?'  ■"'  material  part  thereof 
dl  '""  "■  "•"«»"••  fall  except  as  the  result  of  fire,  all  insurance 
70  by  thia  policy  on  such  building  or  its  contents  shall  immediately 
7\  eease- 

12  a.  j^,^  ^t The  extent  of  the  application  of  insurance 

jj  mmomu  i  huhh  under  thi«  policy  and  of  the  contribution  to 

74  be  made  by  this  Company  in  case  of  loss  or  damage,  and  any 

75  ether  agreement  not  inconsistent  with  or  a  waiver  of  any  o( 
H  the  coaoitions  or  provisions  of  this  policy,  may  be  provided  for 
77  by  agreement  in  writing  added  hereto 

2  Waivwr  ^'^  ^"*  shall  have  power  to  waive  any  pro* 

t  *  vision  or  condition  of  this  policy  except  such 

V  as  by  the  terms  of  this  policy  may  be  the  subject  of  agreement 
SI  added  hereto,  nor  shall  any  such  provision  or  condition  be  held 
12  to  be  waived  unless  such  waiver  snail  be  in  writing  added  hereto. 
II  nor  shall  any  provision  or  condition  of  this  policy  or  any  (or- 
14  (enure  be  held  to  be  waived  by  any  requirement,  act  or  proceed- 

6  ing  on  the  part  of  thia  Cr^mpany  relating  to  appraisal  or  to  any 

V  examination  herein  provided  for;  nor  shall  any  privilcee  or  pf r- 

V  nuaaipn  affecting  the  insurance  hereunder  exist  or  be  clatined  by 
■  the  insured  unless  {{ranted  herein  or  by  rider  added  hereto 

S  raisroflstiPB  This  policy  shall  be  cancelled  *i  any  time 

ofnoJicuk.  **  *^*  request  of  the  insured,  in  which  case 

Jl       •""^^  the  Company  shall,  upon  demand  and  sur 

n  render  of  this  policy,  refund  the  excess  of  paid  premium  above 
n  the  cnatomary  short  rate*  for  the  expired  tunc  This  policy 
f4  wmy  be  cancelled  at  an^  time  by  the  Company  by  giving  to  the 
K  insured  a  fivc'dayt'  written  nonce  of  cancellation  with  or  with 
%  out  lender  of  the  excess  of  paid  premium  above  the  pro  rate 
w  preminm  for  the  expired  time,  which  excess,  if  not  tendered 
ahnll  be  refmided  on  demand.  Notice  of  cancellation  shall  state 
premium  (if  not  tendered)  will  be  refunded  on 


101  pmntalUMlltn      ^^''  Company  shall  not  be  liable  lor  g 

102  "^""■•■"■F*  greater  proportion  of  any  loss  or  daman 
lOJ  than   the   amount   hereby   insured   shall   bear   to   the   whole 

104  insurance  covering  the  property,  whether  valid  or  not  aad 

105  whether  collectible  or  not. 

^^  Nona.  ^^'  word  "noon"  herein  means  noon  of 

107  standard  time  at  the  place  of  loes  or  damage. 

'^  Mortgago.  ''  '**'*  *"  damage  is  made  payable,  in  whole 

*^  (nttrettt  ^'  '**  C'**  *^  *  mortgagee  not  named  herein 

1 10  as  the  insured,  this  policy  may  be  cancelled 

111  as  to  such  Interest  by  giving  to  such  mortgagee  a  ten  days' 

112  written  notice  o(  cvicellation.  Upon  failure  of  the  insured  to 
II J  render  proof  o(  loss  such  mortgagee  shall,  as  if  namc'd  as  insured 

114  hereunder,  but  within  sixty  days  after  notice  of  such  failure,  rea* 

115  der  proof  o(  loss  and  shall  be  subject  to  the  provisions  hereof  as 

116  to  appraisal  and  times  of  payment  and  of  bringing  suit    (>n  pay> 

117  ment  to  such  mortgagee  of  an>  sum  for  loss  or  damage  here* 

118  under,  if  this  Company  shall  claim  thai  as  to  the  mortgagor  or 

119  owner,  no  liability  existed,  it  shall,  to  the  extent  of  such  phy* 

120  ment  be  subrogated  to  the  mortgagee's  right  o(  recovery  and 

121  claim  upon  the  collateral  of  the  mortgage  debt,  but  without 

122  impairing  the  mortgagee's  right  to  sue:  or  it  may  pay  the  mort- 

123  cage  debt  and  require  an  assignment  thereo(  and  o(  the  mortgage. 

124  Other  provisions  relating  to  the  interests  and  obligations  o(  such 

125  mortgagee  may  be  added  hereto  by  agreement  to  writing. 
'^  Kannirementa  In       "^^^  insured  shall  give  immediate  notice,  in 
'^'  MMofloi^  writing,  to  this  Company,  of  any  loss  or 

128  ^^  •  •*••*  damage,  protect  ihe  property  (rom  (urther 

129  damage,  (orthwith  separate  the  damaged  and  undamaned 
I  JO  personal  property,  put  it  in  the  best  possible  order,  furnish  a 
IJl  complete  inventory  of  the  destroyed.  ds"i*V«d  and  undamaged 

132  property,  stating  the  quantity  and  cost  o(  each  article  and  the 

133  amount  claimed  thereon;  and.  the  Inaved  ahaU,  witfria  ifattf 

134  days  after  the  f^e,  unleas  anch  time  la  extendod  fas  srrltlatf  by 

135  thia  Company,  render  to  thia  Conpony  a  proof  of  loaa^  signed 

136  and  sworn  to  by  the  insured,  stating  the  knowledfe  and  belief 

137  of  the  int-ircd  as  to  the  following,  th^time  and  origoi  o(  the  lire. 

138  the  interest  o(  the  insured  and  of  alrothers  in  the  property,  the 
1 J9  cash  value  o(  each  item  thereo?  and  the  amount  o(  loss  or  damage 

140  thereto,  all  incumbrances  thereon,  all  other  contracts  of  in- 

141  surance.  whether  valid  or  not.  cotermg  any  of  said  property. 

142  any  changes  in  the  title,  use,  occupation,  location,  possession,  or 

143  exposures  of  said  property  since  the  issuing  of  tnis  policy,  by 

144  whom  and  for  what  purpose  any  building  herein  described  and 

145  the  several  parts  thereof  were  occuiyed  at  the  time  of  fire;  and 

146  shall  furnish  a  copy  of  all  the  deicrtptions  and  schedules  in  all 

147  policies  and  i(  required,  verified  plans  snd  specifications  of  any 
M8  building,  fixtures  or  machinery  desttoyed  or  damaged.    The 

149  insured,  as  often  as  may  be  reasonably  required,  shall  exhibit 

150  to  any  person  designated  by  this  Company  all  that  remains  of 

151  any  property  herein  d»icribed.  and  submit   to  examiaattena 

152  under   oath   by   any   person    named   by   this   Company,   and 

153  subscribe   the   same;   and.   as   often   as   may   be   reasonably 

154  reouired.  shall  produce  for  examination  all  books  of  account 

155  hills,  invoices,  and  other  vouchers,  or  certified  copies  thereof. 

156  i(  originals  be  lost,  at  such  reasonable  time  and  place  as  may 

157  be  designated  b/  this  Company  or  its  representatives,  and  shall 

158  permit  extracts  and  copies  thereol  to  be  made. 

'^^  Annr«i— t  '"  ^*'*  *'**  insured  and  this  Company  ahall 

IfQ  nppraiaai.  f^,|  ^^  agree  as  to  the  amount  of  loss  or 

161  damage,  each  shall,  on  the  written  demsnd  of  either,  select 

162  a    competent    and    disinterested    appraiser.      The    appraisers 

163  shall  first  select  a  competent  and  diiinterested  umpire;  mad 

164  failing  for  fi(tcen  days  to  agree  upon  such  umpire  then,  on 

165  request  of  the  insured  or  this  Company,  such  umpire  shall  be 

166  selected  by  a  ^udge  of  a  court  of  record  in  the  state  in  which 

167  the  property  insured  is  locsted.  The  appraisers  shall  then 
\69  appraise  the  loss  and  damage  stating  separately  sound  value 

169  and  loss  or  damage  to  each  item;  and  failing  to  agree,  shall 

170  submit  their  differences  only,  to  the  umpire.     An  a#ard  ia 

171  writing,  so  itemised,  of  any  two  when  filed  with  this  Company 

172  shall    determine    \he    amount    of    sound    value   and    loss   or 

173  dsmage.     Each  appraiser  shall  be  paid  by  the  party  seleetiag 

174  him  and  the  expenses  of  appraisal  and  umpire  shall  be  paid 

175  by  the  parties  equally. 

176  CamiMiiw'a  '*  ''""  ^  optional  with  thisCompany  to 

177  ooJiSniL  *••*•  •"•  ^'  *"y  P*'*'  ®'  **••  articles  at  the 

178  ^i"**'"^  agreed   or   appraised    value,   and    also    to 

179  repair,  rebuild,  or  replace  the  property  lost  or  damaged  with 
\f¥)  other  of  like  kind  and  quality  within  a  reasonable  time,  on 

181  giving  notice  of   its   intention   so  to  do  within   thirty  days 

182  after  thV  receipt  of  the  proQf  of  loss  herein  requirr<l:   bat 

'^  Abandonment,  there  can  be  no  abandonment  to  this  Com- 

184 

m^  wrhen  loea 


187 


payable. 


pany  of  any  property 

The  amount  of  loss  or  damage  for  which 

this  Company  may  be  luble  shall  be  pay« 


able  sixty  days  after  proof  of  loss,  as  heretn 


IRS  provided,  is  received  by  »hi»  Company  and  ascertainment  of 

189  the  loss  or  dam.ge  is  made  either  by  agreement  between  tha 

190  insured   and   this   Company  expressed   in   writing  or  by   tbg 

191  filing  with  this  Company  of  an  avvard.  aa  hasei^  provided. 


192  m.  fjo  suit  or  action  on  this  policy,  for  the 

193  recovery  of  anv  claim,  shall  be  sustainable 

194  in  any  court  of  law  or  equity  unless  all  the  Acquirements  of 

195  this  policy  shall  have  been  complied  with,  nor  'unless  coni> 

196  menced  within  twelve  months  next  after  the  fire. 

197  e»h_n..,iM.  This  Company  may  require  from  the  insured 

198  »"'««•«*»•  an    „aig„ment   of   all    right   of   recovery 

199  against  any  party  for  loss  or  damage  to  the  extent  that  pay- 

200  ment  therefor  is  made  by  this  Company. 
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XXX — Continued 
ASSIGNMENT  OF  INTEREST  BY  INSURED 


Tat  interut  of„^ 


of  Acpatyiry 


covered  bj  this  Policy  is  hereby  sssigaed  to>..-~. - 

•object  to  the  consent  of  THB  INSUSANCB  COM  PANT.  NSW  TOSK. 


■•••«*«***« 


if  tti 


Daled. 


.19^. 


CONSENT  BY  COMPANY  TO  ASSIGNMENT  OF  INTEREST 

9  I 


THE 


iNSURANCB  COMPANY.  NSW  TOSK.    hereby  consents  tbst  the  sttRrifll 
» ss  owner  of  4e  pnfB? 


aovered  by  this  Policy  be  assigned  to 


•  •a*^^w*»i 


^r* 


Dated- ^. 


■»■—■■■  111 


19 


KoloI  P6Bcy _.... 

No.  of  Renewal > 



-1 

Jl 

YBAR 

MO. 

DAY 

Date  of  Cancellation 

••       Policy     .    - 

TiflM  in  fofoe 

fVvminm  P«m 

II 

•*       Bamed  at raU 

'*       Retnmed, 

>t  

f 

Ir  Pko  Rata.  Stj 

LTK  RS 

41^11  WhT. 

THB 


Koonps  rar  nomni 

To  be  sifned  by  the  Aasorad 

INSURANCE  COMPANY 


•AfjWBcy* 


IN  CON81DBRATXON  OF 


retnra  preminm,  receipt  of  which  is  hereby  aehiiuwiedfdl, 
hereby  cancelled  and  tarrenderad  to  the  Company 


(hill 


••M>**C 
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XXXI 

REDUCED  RATE  CLAUSE  (CO-INSURANCE) 

In  consideration  of  the  reduced  rate  of  premium  for  which  this  Policy  is 
written  the  standard  80  per  cent.  Co-insurance  Clause  of  the  State  of  New 
Jersey  is  attached  to  and  made  a  part  of  this  Policy. 

NEW  JERSEY  STANDARD  PERCENTAGE  CO-INSURANCE  CLAUSE 

If  at  the  time  of  fire  the  whole  amount  of  insurance  on  the  property  cov- 
ered by  this  Policy  shall  be  less  than per  cent,  of  the  actual  cash  value 

thereof,  this  Company  shall,  in  case  of  loss  or  damage,  be  liable  for  only  such 
portion  of  such  loss  or  damage  as  the  amount  insured  by  this  Policy  shall  bear 
to  the  said per  cent,  of  the  actual  cash  value  of  such  property. 

If  this  Policy  be  divided  into  two  or  more  items,  the  foregoing  conditions 
shall  apply  to  each  item  separately. 

Attached  to  and  forming  part  of  Policy  No of  the  

Agency  of  The Insurance Company, 

Agent 


XXXII 

MORTGAGEE  CLAUSE 
N.  y.  and  New  Jersey  Standard 
Loss,  or  damage,  if  any.  under  this  Policy,  shall  be  payable  to. 


as mortgagee,    [or   trustee]    as   interest  may  appear,   and 

this  insurance,  as  to  the  interest  of  the  mortgagee  [or  trustee]  only  therein 
shall  not  be  invalidated  by  any  act  or  neglect  of  the  mortgagor  or  owner  of 
(he  within  described  property,  nor  by  any  foreclosure  or  other  proceedings  or 
notice  of  sale  relating  to  the  property,  nor  by  any  change  in  the  title  or  owner- 
ship of  the  property,  nor  by  the  occupation  of  the  premises  for  purposes  more 
hazardous  than  are  permitted  by  this  Policy;  Provided,  that  in  case  the  mort- 
gagor or  owner  shall  neglect  to  pay  any  premium  due  under  this  Policy,  the 
niortgagee  [or  trustee]  shall  on  demand  pay  the  same. 

Provided  also,  that  the  mortgagee  [or  trustee]  shall  notify  this  Company 
of  any  change  of  ownership  or  occupancy  or  increase  of  hazard  which  shall 
come  to  the  knowledge  of  said  mortgagee  [or  trustee]  and  unless,  permitted 
by  this  Policy,  it  shall  be  noted  thereon  and  the  mortgagee  [or  trustee]  shall, 
on  demand,  pay  the  premium  for  such  increased  hazard  for  the  term  of  the  use 
thereof;  otherwise  this  Policy  shall  be  null  and  void. 

This  Company  reserves  the  right  to  cancel  this  Policy  at  any  time  as 
provided  by  its  terms,  but  in  such  case  this  Policy  shall  continue  in  force  for 
the  benefit  only  of  the  mortgagee  [or  trustee]  for  ten  days  after  the  notice  to 
the  mortgagee  [or  trustee]  of  such  cancellation  and  shall  then  cease,  and  this 
Company  shall  have  the  right,  on  like  notice,  to  cancel  this  agreement 

Whenever  this  Company  shall  pay  the  mortgagee  [or  trustee]  any  sum 
for  loss  or  damage  under  this  Policy  and  shall  claim  that,  as  to  the  Mortgagor 
or  owner,  no  liability  therefor  existed,  this  Company  shall,  to  the  extent  of 
such  payment,  be  thereupon  legally  subrogated  to  all  the  rights  of  the  party 
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to  whom  such  payment  shall  be  made,  under  all  securities  held  as  collateral 
to  the  mortgage  debt,  or  may  at  its  option,  pay  to  the  mortgagee  [or  trustee] 
the  whole  principal  due  or  to  grow  due  on  the  mortgage  with  interest,  and 
shall  thereupon  receive  a  full  assignment  and  transfer  of  the  mortgage  and 
all  such  other  securities;  but  no  subrogation  shall  impair  the  right  of  the 
mortgagee  [or  trustee]  to  recover  the  full  amount  of   claim. 

Attached  to  and  forming  part  of  Policy  No issued  at 

Agency  of  The Insurance  Company, 

Dated      

Agent 


XXXIII 

MORTGAGE  CLAUSE  WITH  FULL  CONTRIBUTION 

N.  Y.  and  Ne*w  Jersey  Standard 

Same  as  above  with  the  addition  of  the  following  clause: 
In  case  of  any  other  insurance  upon  the  within  described  property  this 
Company  shall  not  be  liable  under  this  policy  for  a  greater  proportion  of  any 
loss  or  damage  sustained  than  the  sum  hereby  insured  bears  to  the  whole 
amount  of  insurance  on  said  property,  issued  to  or  held  by  any  party  or  parties 
having  an  insurable  interest  therein,  whether  as  owner,  mortgagee  or  other- 
wise 

XXXIV 

EXCESS  FLOATER 

On   merchandise,   chiefly own,   or   held   by in   trust   or 

on  commission,  or  on  joint  account  with  others,  or  sold  but  not  removed,  and 
not  under  the  protection  of  a  Marine  Policy,  while  contained  in  all  or  any 
of  the  brick  or  stone  storage  warehouses,  and  while  in  transit  in  or  on  any 

of  the  streets,  depots,  yards  or  wharves  in  the  City  of ,  and  in  any 

ship  or  vessel  in  the  port  of  said  city,  subject  to  the  following  conditions: — 

REDUCED  RATE  AVERAGE  CLAUSE 

In  consideration  of  the  reduced  rate  at.  which  this  policy  is  written,  it  is 
expressly  stipulated  and  made  a  condition  of  this  contract  that  this  company 
shall  be  liable  for  no  greater  proportion  of  any  loss  than  the  amount  hereby 
insured  bears  to  the  actual  cash  value  of  the  property  described  herein  at  the 
time  when  such  loss  shall  happen,  nor  for  more  than  the  proportion  which  this 
policy  bears  to  the  total  insurance  thereon. 

If  this  policy  be  divided  into  two  or  more  items,  the  foregoing  conditions 
shall  apply  to  each  item  separately:  and  if  two  or  more  buildings  or  their  con- 
tents be  included  in  a  single  item,  the  application  of  the  provision  as  to  special 
inventory  or  appraisement  shall  be  limited  to  each  building  and  its  contents. 

EXCEPTION  CLAUSE 

It  is  understood  and  agreed  that  goods  on  which  the  insured  shall  have 
a  specific  insurance  are  not  covered  by  this  policy  except  so  far  only  as  relates 
to  any  excess  of  value  above  such  specific  insurance,  and  that  this  policy  shall 
be  liable  only  for  its  proportion  of  any  loss,  on  such  property,  which  exceeds 
such  specific  insurance. 
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XXXV 

HOUSEHOLD  FORM 

On  Houiehold  and  Kitchen  Furniture  of  every  description,  useful  and 
ornamental,  Beds,  Bedding,  Linen,  Wearing  Apparel,  Printed  Books,  Pictures, 
Paintings  and  their  frames,  Sculpture,  Works  of  Art,  Silver  and  Plated  Ware, 
China  and  Glassware,  Mirrors,  Musical  and  Scientific  Instruments,  Watches, 
Jewelry,  Sewing  Machines,  Gas  Fixtures,  Family  Stores,  Tools,  Bicycles  and  all 
oclicr  Sporting  Implements,  Awnings  contained  in  or  attached  to  the  Building 
and  all  iTrticles  generally  used  in  housekeeping,  the  property  of  the  Assured,  or 
any  member  of  his  family,  while  contained  in  Brick  Building  as  a  dwelling 

situate  No Street,  Philadelphia / 


In  case  of  loss  or  damage  to  Paintings,  Statuary  or  Works  of  Art  no  one 
subject  to  be  valued  at  more  than  the  actual  cash  price  paid  for  the  same  by 
Assured. 

Privilege  of  other  insurance  without  notice  until  required;  to  make  addi- 
tions, alterations  and  repairs  and  this  policy  to  cover  in  same;  to  use  gas  and 
kerosene  oil  for  light,  heat  and  cooking;  for  building  to  remain  unoccupied 
during  any  part  of  the  year,  and  to  keep  and  use  not  exceeding  one  quart 

of  gasoline  or  benzine  for  cleaning  purposes without  prejudice  to 

this  policy. 


XXXVI 

LIGHTNING  CLAUSE 

(Excluding  Damage  to  Electrical  Apparatus.) 

This  policy  shall  cover  any  direct  loss  or  damage  caused  by  lightning 
(meaning  thereby  the  commonly  accepted  use  of  the  term  lightning  and  in  no 
case  to  include  loss  or  damage  by  cyclone,  tornado,  or  wind-storm),  not  ex- 
ceeding the  sum  insured,  nor  the  interest  of  the  insured  in  the  property,  and 
subject  in  all  other  respects  to  the  terms  and  conditions  of  this  policy.  PRO- 
VIDED, however,  that  if  there  shall  be  any  other  insurance  on  said  property 
this  company  shall  be  liable  only  pro  rata  with  such  other  insurance  for  any 
direct  loss  by  lightning,  whether  such  other  insurance  be  against  direct  loss  by 
Illuming  or  not;  and  provided  further  that,  if  dynamos,  wiring,  lamps,  motors, 
switches  or  other  electrical  appliances  or  devices  are  insured  by  this  policy, 
diis  company  shall  not  be  liable  for  any  loss  or  damage  to  such  property  re- 
salting  from  any  electrical  injury  or  disturbance,  whether  from  artificial  or 
natural  causes,  unless  fire  ensues,  and  then  for  the  loss  by  fire  only. 

Permission  is  granted  under  this  policy  for  the  use  of  electric  current 
after  Certificate  of  approval  has  been  issued  by  the  Philadelphia  Fire  Under- 
writers Association  and  while  it  remains  unrevoked  by  said  Assocation. 

Attached  to  Policy  No •••        The Insurance  Company 

of  Philadelphia.  Secretary. 
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XXXVII 

LOSS  PAYABLE  CLAUSE 

Loss,  if  any,  payable  to Mortgagee,  as 

interest  may  appear,   subject  nevertheless  to  all   the  conditions  of  this 


Policy. 

Attached  to  and  forming  part  of  Policy  No of  The Insurance 

Company,  issued  to at  the  Agency 

Date  of  Endorsement 19 

Agent 

XXXVIII 
GASOLINE,  ETC.,  PERMIT 

Permission  is  hereby  given  to  keep  and  use  not  more  than quarts 

of in  any  one  day,  it  being  warranted  by  the  insured  that,  in  con- 
sideration of  the  reduced  rate  at  which  this  policy  is  issued,  not  more  than 

one  quart  of will  be  kept  or  used  by  the  insured  in  any  one 

story  of  the  building  in  any  one  day;  that  the will  be  kept  in  and 

used  from  approved  safety  cans  (or  pots)  and  kept  outside  of  the  building 
at  night. 

XXXIX 

SPRINKLER  LEAKAGE  FORM 

Does    insure for    the    term    of from    the day 

of 19 ,  at  noon,  to  the day  of 19 , 

at  noon,  to  an  amount  not  exceeding 

dollars,  to  wit:  Against  all  direct  loss  or  damage  caused  by  the  accidental 
discharge  or  leakage  of  water  from  the  automatic  sprinkler  system,  including 
tanks  supplying  it.  except  as  hereinafter  provided,  in  or  on  the  buildings  now 
erected  and  occupied  wholly  or  partly  by  the  assured  (whether  the  accident 
occurs  in  the  portion  occupied  by  the  assured  or  not),  described  and  located 

as  follows 

And  the  company  shall  be  liable  under  this  contract  for  all  direct  loss  or 
damage  sustained  by  the  assured  occasioned  by  such  discharge  or  leakage, 
provided  same  is  caused  by  any  accident  (including  freezing),  and  applying 
to  all  property,  real  or  personal  owned  by  the  assured,  or  to  the  property  of 
others  held  by  the  assured  in  trust  or  on  commission,  or  sold,  but  not  removed, 
and  for  which  the  assured  is  legally  liable,  while  situate  upon  the  premises 
above  described,  but  this  company  shall  not  be  liable  for  loss  or  damage  occa- 
sioned by  such  discharge  or  leakage,  when  such  discharge  or  leakage  is 
caused  by  fire,  lightning,  earthquake,  explosion,  invasion  of  foreign  enemies, 
civil  (Commotions,  riots,  any  military  or  usurped  power,  order  of  civil  authority, 
or  any  fraudulent  act  of  the  assured.  It  is  further  understood  and  agreed  that 
the  entire  liability  of  this  company  under  this  contract  shall  under  no  circum- 
stances exceed  the  sum  insured,  for  any  loss,  claim,  or  damage  whatsoever, 
and  that  this  company  shall  not  be  liable  under  this  contract  for  any  loss  or 
damage  to  the  automatic  sprinkler  system  itself. 
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XL 


BUSINESS  INTERRUPTION  INDEMNITY 


Uae  and  Occupancy  Insurance. 


...Ob  the  ue  and  oecupancj  of.. 


•  ■^^a   c'AaaSH****** 


•ituatc. -. Town  of ^ . .._ 

State  of. _ ainii  occupied   for -. ; 

TV  word  *%mme»^  wherever  need  in  this  oontnct  shall  be  cimsidercd  and  held  to  have  the  foUos  uig  moaning  acooid< 
i^  la  Ibe  daas  of  property  insured: 

(a)  In  a  MANDrAcroaiNo  property:   *nrhe  production  of  goods.? 

Cb)  la  a  MEacAMTiLB  property:    The  sale  of  goods." 

(c)  In  OTiini  CLAtaes  of  property:   *TSx  carrying  on  of  the  businen  operations  usual  to  tlie  dan." 

The  won!  "day,"  lioveirer  Dwdificd,  wherever  used  in  this  contract  shall  be  held  to  cover  a  period  of  twenty-four  (24) 


If  the  said  buildin;;  ,  o^  machinery  or  equipment  or  stork  conl.ninofl  Ihorcin  be  dcftroyed  or  damaged  by  fire  orcurriug 
49ni^  Ifac  life  of  this  policy  lo  as  to  nccoMitalo  a  loial  or  part  in!  suipenxion  of  htisinoK^,  this  Company  shall  be  liaMe  under 
Uiii  policy  for  the  actual  Iom  sustained  of  net  profils  on  the  bu.>vinow  which  is  thereby  prevented,  and  for  fuch  fixed  oh:ir«nw  and 
ctpcmes  as  must  iirccsi«rily  continue  during  a  total  or  partia'  suspension  of  busiinen,  for  not  exrccding  such  loncth  of  time 
aa  riian  be  rv<|uirvd  with  tlio  eiereiae  of  due  dili|:enoe  and  dispatch  to  rebuild.  re[viir  or  replace  siirh  part  of  said  buildine  , 
aad  saarhincrv  and  equipment  and  stock  as  may  be  destroyed  or  danugcd,  commencing  willi  tlic  date  of  (he  fire  and  not  limited 
ty  tfcc  date  of  etpiraliuu  M  this  pol|,cy,  under  the  following  terms  and  conditions,  to  wit: 

During  the  time  of  a  total  suspension  of  business,  liability  under  this  policy  slisU  not  exceed  tlie  following  amounts  for 
day  of  such  suspension. 


For  each  busiooss  day  from , to  noon  the 

For  each  business  day  from. v  ■   lo  noom  the 

For  each  business  day  from .to  noon  the 

For  each  busincn  day  from to  noon  the 

For  each  business  day  from to  noon  the 

For  each  business  day  from to  noon  the 

For  cadi  business  day  from. to  noon  the 

For  •>ach  busineaft  day  from ^...to  noon  the 

For  ««cfa  business  day  from lo  noon  the 

For  cadi  business  d^  from to  noon  the 

For  each  business  day  from. to  noon  the 

For  each  business  day  from. to  noon  the 

For  each  business  day  from to  noon  the 


oUowing.. n....^ (iod.)    f 

oUowing -.„ (incl.)    $ * 

'ollowing (incl.) 

'oUowing. (ind.) 

'oUowing ^ (iacl.) 

following (incL) 

bUowing. (ind.) 

'oUowing. (ind.) 

MIowing. (iod.) 

'oUowing. (ind.) 

oUowing. _ _...(ind.) 

oUowing. (ind|)' 

following (ind.) 


%.. 
%. 
$. 

•-. 


.^  •  •••«•  -•  ■•  .^>  A 


Daring  the  time  of  a  partial  suspension  of  bnsinesa,  the  oer  diem  liability  under  this  policy  dudl  not  4zbeed  that  p*^ 
of  the  per  diem  lisbility  which  would  liave  been  incurrrt!  by  a  total  sn^pcosioa  which  the  docrsass  io  production  (or 
i)  boars  to  the  fuU  daUy  production  (or  business)  at  the  time  of  the  fire. 

It  is  a  eooditioQ  of  thia  insoranee  that  the  daily  production  (or  business)  at  the  time  of  the  fira  shaU  ^  baMd  upon 

file  asetage  dafly  productiGii  (or  bueineas)  of  aU  planta  or  properties  herein  described  for  tha ■■.„..,■. ,..dayt 

«C  Ml  operatiop  next  preoeding  the  fire. 

Ltability^bereoiider  ahaU  not  exceed  the  amount  of  inauianoe  by  thia  policy  nor  a  greater  proportion  of  any  loss  than 
•haU  bear  to  all  inawmnfu^  whetbfer  falid  or  bo(,  oorering  in  any  mnomt  the  lots  insurad'  i|ainst  by 
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It  ft  a  cMkdition  of  this  iiuuraaoe  that  thf  avured  iball  not  be  entitled  to  iniinwnMtion  ob 
be  ooeuioncd  by  any  ordinance  or  law  ngulating  xsonatruction  or  repair  of  boildiogi,  or  bj  the  foapemioa,  la|Mi 
o(  ^j  liocnte,  or  for  any  other  oonaeiinenlial  damage. 

It  ie  a  condition  of  this  inwiranee  thai  if  oorering  on  xeplacement  of  etock  in  a  miiiiifirtiiiim  pcopeytf  i 

Fixat^That  no  liability  i«  aamuned  oo  aocount  of  damage  to  the  fiaiihed  prodnet  or  lor  the  ttimB  iwfdiwd  If  ii|nM 
Ulf  finid«d  product  whidi  may  be  damaged.  ' 

Second — ^That  liabilibr  for  cnrtaUpwni  of  prodnetian  due  to  'damage  io,  or  kai  oC,  lav  matwriele  dmD  be  HtiW  l» 
that  peritMi  of  time  for  vhim  the  damaged  or  destroyed  raw  materials  would  hate  famished  opeiatiiig  eonditiotts  for  flic^jflt 
"No  liabdity  shall  exi»t  oo  this  accoiwt,  unless  or  until  actual  curtailmoit  of  prodactioo  shall  haw  ooe^n^B^  thpe^^  %, 
aasured's  ioability  to  procure  suitable  materials  to  take  the  |daee  of  those  damaged  or  destioyed. 

It  is  a  condition  of  this  insuranoe  that  as  soon  tt  pcactieable  after  any  loss,  the  assurcd  shaO  lesome  compltle  m  f^iM 
operation  of  the  property  herein  described  and  shall  make  use  of  other  property,  if  obtainable,  if  by  oo  doii^  the  amuuai  rf^ 
Joes  hereunder  will  bs  redoood,  and  in  the  event  of  the  assured  coatinuing  business,  in  whole,  or  in  nut.  at  eema  odiu  hedm 
or  using  other  proper^  during  the  time  oocupied  in  repairing  or  reconstructing  the  property  named  bsrain,  the  net  pndA» 
earned  shall  be  applied  to  the  reduction  of  the  lees  and  adju^mcnt  ahall  be  made  as  provided  herein  for  partial  ~ 

Surplus  madiineiy  or  duplicate  parts  thereof,  equipment  or  sappUei^  suiplaa  or  leaeive  stock,  vUdh  i 
controlled  or  uaed  by  the  aasnnd  shall,  in  the  event  of  kaL  be  ased  in  nadng  the  property  in  cooditiaa  for  the 
busuiesB. 

In  cue  the  assured  and  this  Company  are  onable  to  agree  as  to'  any  qneition  afEBctxng  the  amoant  of  loas 
poUcjf,  the  same  shall  be  determined  by  appraisers  in  the  manner  provided  by  the  potky  to  wfaicfa  thia  fsm  is  «l 
provuions  of  which  policy  ahall  govern  in  all  matters  pertaining  to  thia  insurance,  except  aa  hsrain  otfaerwisa  ptBiided. 

Other  concurrent  insurance  permitted. 

Pennisstoar  is  granted  under  this  pdicy  for  the  use  of  Bleetrie  Current  after  oertifioate  of  appnyvat 
by  the '  Fve  Underwriters'  Association  and  while  it  remiiins  wuerokad  by  tai^  Association. 


Pcnnlt  for  Altcntioili'aad  ttepaiia^-In  addition  to  the  privily  eontalned  in  the  printed  condiWnna  of 
Mrmissiou  is  hereby  given  to  make  ordinary  alterations  and  repairs  in  the  within-described  piiaiiieiisL  bat  this 
held  to  include  the  reoonatruction  or  the  enlai^gement  of  the 


Pennit  to  Cease  Operation^ — Permtssion  is  hereby  gruited  to  oeoae  operation  not  iimiiitiiji  dxtr  (€Q) 
"     *  ~    r.bottUi   ~  ~ 


days,  in  addition  to  ihi  period  of  ten  (10)  days  granisd  under  the  printed  eonditiona  of  thia  policy,  hot  tU|  ahdl  asl  ^hH 
to  annoT  the  privUege  to  cease  operations  for  a  period  of  ten  (10)  days  at  any  one  tim& 


Warranty:    In  consideration  that  no  additional  premium  is  charged  for  this  pennit  to  oeaae  opcratfam^  ft  v  «^- 
ranted  by  the  insured  and  made  a  oondition  of  the  insuranoe  that  all  ilxc  cxtinguidiing  applianosa  and  i 
said  premises  shall  be  maintained  in  oomplete  working  order  and  that  one  or  mora  watouaen  shall  he 
day  ud  night  during  the  time  named  in  this  permit,  and  be  required  to  make  hourly  roondo  of  inspec  ' 
wetchman's  time  recording  dock. 

Lightning  Clause.^— Except  aa  provided  in  the  Bleetrical  Exemption  Clause  hdow,  (hie  poUey  Anil 
ooenpancy  loss  caused  by  lightning  (meaning  thereby  the  oonunonly  accepted  use  of  the  teem  lightning,  and 
include  loss  or  damace  by  cyclone,  tornado  or  wind-storm)  not  eicieeding  the  sum  insured,  nor  the  fartenst  of 
the  propertv.    Prorided,  however,  if  there  shall  he  any  other,  use  and  ooeupaacy  insuranee  on  eaid  neopartr. 
fhall  be  lidble  onlv  pro  rata  with  eodi  other  insnzaaoe  for  aoy  use  and  occupaAgr  haa  1^  Hghtniqfc  nthar 
igaiost  loss  hj  ligtitning  or  not 

Bleetrical  Exemption  CUaae^-It  is  a  spedal  oondition  of  this  policy  that  ttia  Oompaaj  dmD 


iay  use  and  oeeupan^  loss  remilting  from  damage  to  dTnamoe,  eadtars,  lamps,  swftdMSr  BMtgn  «mI 
or  darioes  caused  by  dectricsl  cnrrenta,  whether  artiicial  or  natural,  infiadiBg  lightnJag. 

Attached  to  and  made  a  ]«it  of  PeUey  No. ^^^,.,^f^,^  «h> ~  ,    ■ .. , 

InaaraBfli  OoBiptoy  cfi M.»..»..w.»'r'««»w..».M»«»».i»»».» ■ 
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XLI 
BINDER 

A§encj, Date,  

Effective  at  noon  on  the  above  date,  and  subject  to  the  terms  and  conditions 
of  the  Standard  Insurance  Policy,  we  have  bound  the  Insurance  Com- 

PANT, , 

for Dollars    ($ ) ,  covering  against  loss  or 

damage  by  fire  and  lightning  to  the  following  described  property: 

Name  of  Assured, 

Term  for  which  Policy  will  be  issued, , 

Location :  Map  Page ,  Blk ,Street  No 

It  is  understood  and  agreed  that  this  binder  continues  for  a  period  of  Tbn 
Days  from  date  of  issue,  or  until  the  issue  of  a  Standard  Policy  covering  said 
property,  or  until  twelve  o'clock  noon  of  the  second  business  day  after  written 
notice  of  cancellation  to  the  assured,  or  to  the  broker  placing  this  insurance, 
whichever  of  said  three  events  first  occurs. 

Remarks  


Agent 

XLII 

CANCELLATION  NOTICE  TO  MORTGAGEE  FOR  NON-PAYMENT  OF 

PREMIUM 


I,  the  undersigned,  do  hereby  certify  that  the  Original  of  this  Copy  was 
registered  by  me  to  the  party  named  in  this  notice,  on  the day  of 

,19 


The Insurance  Company 

Agency  at , 

Date ,  IQ. 


Because  of  non-payment  of  the  premium  of  $ ,  we  cancel  the 

Mortgage  Agreement  attached  to  and  made  a  part  of  our  Policy  No , 

Issued  to on.. .  .* ,  19 ^ 

covering  on  at ,  and 

made  payable  to  you  as  mortgagee  (or  trustee),  in  the  event  of  loss,  and  hereby 
give  you  ten  (10)  days*  notice  thereof,  as  provided  by  the  terms  of  said  mortgagee 
clause  and  the  Policy. 

Please  take  notice  that  on  the day  of ,  19 , 

at  twelve  o'clock  noon,  or,  if  that  date  is  not  ten  (10)  days  frqjn  the  receipt 
hereof,  then  at  the  expiration  of  ten  (10)  days  from  its  receipt,  the  said  Agree- 
ment will  cease  to  be  ia  force. 

Yours  truly, 

THE INSURANCE  COMPANY, 

Per 

Agent 
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XLIII 
RENEWAL  RECEIPT 

Amoimt,  $ Premium,  $ 

Thb  Insurance  CoMPANr  of  

Iniu  red 

In  ConiideratioD  of Dollars  being  th«  ptemium 

on Policy  No ia  hereby  renewed 

and  coDiinued  in  force  for to  wit,  from  the 

day  of 19 at  noon  until  ibe 

day  of 19 ,  at  noon. 

Dattd 

THE INSl  RANGE  COMPANY, 


SHORT  RATE  TABLE  FOR  ONE  YEAR  POLICIES 


Ptrctntage 

Pereentage 

Percentage 

Time 

M  oe  Chargid 

Timi 

to  be  Charged 

Time 

to  be  Charged 

Day) 

«r  Retained 

Day, 

or  Retained 

Day, 

or  Retained 

270   (9  mo.)  SS 


360(l2mo.)        100 
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XLV 
AGREEMENT  FOR  SUBMISSION  TO  APPRAISERS. 


gt  U  fetvcftg  a0«(cA  by 


«l  Aefifst  part,  and  the. Jna.  Co.  of. 


•r  eoopmies  whow  fMmc  or  oamct  are  signed  hereto,  of  .the  Mcood  part,  each  for  itself  and  not  joiotly*  they 

havxBf  failed  to  agree  as  to  the  amonnt  of  loss  or  damage  by  fire..which  occurred  on  the — ^^ 

ixf  of 190 — ,  to  property  described  in  policy  No. — issoed  to  said  party 

sf  the  first  part  by  the  ^hrty  of  the  second  part',  which  policy  b  hereby  referred  to  and  nuule  a  part  of  this 
t,  thst - 


(together  with  a  third  person  to  be  first  appointed  by  them,  asreqnired  by  said  policy  of  insorance,  who  shall 
sd  ss  nmpire  vpon  matters  of  diSerenoe  only)  shall  appraise  sad  estimate  the  actual  cash  value  of,  and' the 
km  aad  damage  by  fire  to,  the  propeny  as  enumerated  in  schednle  or  description  herewith,  whidi  loes  or 
ilsmsgc  riiall  be  aioertaiaed  or  estimated  according  to  soch  nctoal  cash  value  with  proper  deduction  for 
depreciation  however  caused,  aad  shall  in  no  event  exceed  what  it  would  then  cost  the  assured  to  repair  or 
replace  the  same;  which  appraisement  and  estimate  by  them,  or  any  two  of  them,  in  writing,  as  to  the  amount 
sf  SDch  value  and  lots  or  damage  shall  be  binding  on  both  parties,  it  being  understood  that  the  appointment 
is  of  blading  effect  only  so  far  as  regards  the  actual  cash  value  of,  and  loss  or  damage  to,  said  property. 

The  property  on  which  sound  value  and  damage  is  to  be  estimsted  sad  sppraised  is  described  in  the 
policy  above  mentioned  as  follows: 


Goods  daougBd  by  removal  shall  be  specified  separately. 

It  is  exprcsdy  understood  and  agreed  that  in  entering  into  this  sgreement  the  said  Insuraaoe  Company 
ihan  not  be  held  to  have  waived  any  provisiotvi  or  conditions  of  this  policy,  or  say  forfeiture  theKof,  by  u>y 
requirement,  act  or  proceedings  on  its  part  relating  to  the  appraissL 

WUtmUB  our  hands  at 1 

tUs dayol 190         )  ' 
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XLV — Continued 

APPOINTMENT  OF  AN  UMPIRE. 


We,  the  imdersigBed,  do  hereby  select  and  appoint. 


M  Onpire,  to  decide  apoo  matters  of  differeoce  ooly.  as  provided  for  in  the  within  aKieement 

Appiaisen. 


190 J 


DECLARATION  OF  APPRAISERS. 


«uteor. 


County  of. 


We,  the  nndersigned,  do  solemnly  swear  that  we  have  no  interest  as  employect»  relatives,  crediton  or 
othefwiie  in  either  of  the  parties  to  the  foregoing  Agreement,  and  that  we  will  act  with  strict  impartiality  in  the 
diadiarge  of  onr  duties  as  Appraisers,  rendering  an  award  to  the  best  of  onr  knowledge,  skill  and  judgment. 

Wmrxss  our  signatures  hereto. 

(Appraiser*. 


.Umpire. 


MMcrfbed  and  sworn  t6  before  me  this   ■  ■  ^ jday.  ■      ,     . 190 


AWARD  OF  APPRAISERS. 


We,  the  nnderdgncd.  poraoant  to  the  within  appointment,  do  bssj»v  cssnrr  that  we  have  truly  and 
conscientiously  performed  the  dutiesairigned  us,  agreeable  to  the  foregoing  stipulations,  and  have  appcaiaed  and 

determined  the  actual  cash  value  of  said  property  on  the day  ot 190 

and  the  actual  damage  thereto  by  the  fire  on  that  day,  to  be  as  follows,  to  wit: 


Qo 

On. 
On. 


$ I 

y  ■■  ■!  .1  —  -■■■■■«   p  ■■■  — —- »~—        .. 
$ III 


Total  amdiint  of  award.. 


per  Schedule  herewith. 

WiTMXss  our  hands,  this  ■■  day  of  „ 19a 


^.Umpire. 
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XLVI 

SWORN  STATEMENT  IN  PROOF  OF  LOSS 

TO  THK 


StmtnHttP  (Umittntttg 


AMOUNT  OP  POUCY 

DATC  or  EXPIRAnON 

.  19- 


BY  YOUR  POUCY  OF  INSURANCE  ABOVE 


%):k.'m\ 


YOU  INSURED, 


called  tbe  AnnrecfX  acooidmg  to  the  tems  and  ooaditions  oontiiined  dieraai,  die  nvntten  poitioB 
•H  cndonenMofeib  tmntfen  end  ewignmrnte  thereon,  being  ee  foOowre: 


I. 


Afire 
•MiUief  ol 


PoldM«riBb«l 

¥rhach.  lo  the  heft  knowledge 


orlgbiateid 


The  iJiupeily  dnie  meuied  belongied  ta 
■m!  no  odier  pefwn  or  paity  had  any  intereft 


The  hoilding  tvae  occupied  for  die  following  purposes] 


.and  for  no  mother  puipoee  whatever. 


The  whole  value,  the  whole  amount  of  Iom»  and  the  whole  fnsurance,  on  above  deaoibed 
fnpoqr.  is  as  IbDowsk  viz.; 


WWIUMUII 


MMIOM 

rouer 


MMuar  euisio 
mnrauev 


L. 


of  Policy.... 
of  Policy.... 
of  Policy.... 
of  Policy^.. 
of  Policy.... 


Totals. 


Total  Amotmt  Claimed  of  thia  Company  under  above-named  Policy, 


The  said  fire  did  not  originate  by  any  atCt,  design  or  procurement  on  the  part  of  assured,  or  Aia 
;  nodiing  has  been  done  by  or  vrith  the  privity  or  consent  of  the  assured  or  this  affiant,  to  violate  the 
of  the  Policy,  or  render  it  vmd ;  no  articles  are  mentioned  herein  or  in  annexed  schedules  but  such 
in  the  building  damaged  or  deftroyed,  and  belonging  to^  and  in  possession  of  die  said  assured  at  time 
fire;  no  property  saved  has  been  in  any  manner  concealed,  and  no  attempt  has  in  any  manner 
to  deceive  this  Company  as  to  said  lossw 
Any  other  infonnation  that  may  be  required  will  be  furnished  on  caD^  and  considered  c  part  hereof. 


It  li  expressly  flodersfOod  tod  agicedt  fbst  flic  fnndsUog  of  tbii  bluk  to  tlie  issored  or  tlie  preperiog 
^^  by  ao  a#ntCTf  <v  any  feitt  of  fUi  Coaqmy  it  an  act  of  courtesy  and  to  not  a  waiver  of  aqr  rigMi 


Jiandat. 


lis. 


jAay  of  ^ 


.19. 


\ 


hXTC 


OF- 


buNTY 


or. 


!- 


■r 


IbrnuuaUs  a|i|tfairik  before  me^  die  day  and  date  above  written. 


h^cr  iai  die  foregoing  Aatament;  who  made  solemn  oath  to  die  truth  of  sanies  and  dial  no  material  laA  ie 
kJlUicld  «f  which  this  Compaigr  should  be  advised. 


J 


•ltk« 


auu 
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XLyi—Continued 


SCHEDULE  A 


Statk  or. 


Cquniy  or. 


CERTIFICATE  OF  MAGISTRATE  OR  NOTARY  PUBLIC 


-iS. 


^of. 


Bving  neartA  the  property  hereinbefore  deacribedi  herebjr  certify  that  I  am  not  tntereAed  in  the  loes  or  daim  above  aet 
forth,  either  as  a  creditor  or  otherwise,  nor  related  to  the' insured  ot  sufferers;  thaf  I  have  examined  the  circumAancet 
attending  the  fire,  or  damage  alleged,  and  that  I  am  well  acquainted  with^e  charadker  and  ciicumAances  of  the  insured. 

and  do  verily  believe  that ha by'misfoitune.  ^nd  without  fraud  or  evil  practice,  sustained  loss  and 

damage  on  the  property  insured  to  the  amount  of..^ \ . u^ Dollars. 


Ihl  0ffItttelinig  BHffrrof.  I  have  hereunto  aet  oiy  hand  and  seal  thb day  of — 


..  A.  D.  I9_ 


This  Ccdl&csis  w  b  all  case*  le  bs  nwds  hf  di«  MasiHrals  or  NoUiy  Pubic  Bvinc 


tbs  phcs  «f  fin. 


i 


A 


IS      IS     ^ 
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XLVII 
DAILY  REPORT 
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DIAGRAM 


A|nU  «n  fhMt 


ALL  iInm  fawtiais. 
XXP08VXBS. 


KortK 

Souih,  ...  

EaA    .- —    — 
Wbi. 


M  No- 


Ezposiiro  Liirz& 

^AiresM . Oiai*M«  Ml  Ircu 


•■VaW^V^W  ' 


OCCUPAKCY  OF  THE  PKEMISES. 
If  P«te7  cavan  itoie  InlMlag,  tUlt  «Imb  af  Bcrtkaal 

Battmnl. _  —   —    — ... ..  .^  > 

lit  Stcry. . -~..—-»  .    m^m.  ,     11    I 

2iKi  Story,  ..  ..    „ .. —  ~- 

3r4  Siorir,     .--. — 

4J»  Slorjr.  -  ...  ..  -   .                        ..,._-.    —     _  ... 


1.  When  »»i  buMMW  ttttuAI -  .I4«leri«» 

RpairT 

2  Haw  LiglHc4> ^ 

&Ha«h«aiad? ._ 

4  Da  an  Ac  Smwt  Pipct  4itcliut(  ioia  aafcittaitol  brick 
&  Havt  ytm  yawaaiBj  ni  tuttMy  innaclaJ  liw  Slort^ 

Fhm  aad  Chimocrs* — • . 


..Js  ta  M 


€.  Iii^4aL]i««uiUJ4af  ikcn  mI«?    .       -—.■■■ 
7.  Wkai  U  Ow-paiaM  Cuk  Valaa  af  BaiUiac  abevc 
t  Wm  it  dw  Valaa  af  Siadir  <      ■ 
t  lal^iMMW  ■iwtni<> Fkr  Mtel 


M  WhalliffiiTOliisaf  thBatefetraHnyaorttata^Pi- 
IL  Do  yoa  laSy  rct.am.-wiJ  iIk  risk  aa  Mkc  Inc  tnm  aH 
k«af«r . ^ — 


III  Haw  l0B|  kat  ih*  ai«in4  rcuM  ia  jaw  thmK 

U,Aia  iht  tmim  item  aecapiti  asd  pradacUwtf.. 

'  H.  Haw  tn  la  aaaftil  |K*lk  ira  Mraw?         .    ■, 

•lilWMU«llK( 


«^ 


-*»^ 


^"■^^t^vir^rvwwaiw* 


w«i*iwa 
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XLVIII 
MONTHLY  REPORT 
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XLIX 
AGENTS*  CONTRACT 
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MAPS  OP  FIRE  mroCRWIUTEKS'  ASSOCIATIONS 
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LII 

BASIC  TABLE,  DEAN  SCHEDULE 

100 — Protection 

iht                                    Class   Class  Class  Class  Class  Class  Class 

i          ^  3  4  4y2  5  6 

$0.54    $0.61  $0.69  $0.78  $0.86  $0.94  $1.00 

57         .64  .73  .82  .91  .99  1.05 

60         .67  .76  .86  .95  1.04  LIO 

63         .72  .81  .92  1.01  1.10  1.17 

..•..•.•.••.••••..••.            .Oz               ./o  .oo  ....  ....  ....  .... 

•  ••■•.•••..••...••..•           ./o          ....  ....  ....  ....  ....  ••■. 

for  each  additional  story      .12        .12  .12  .12  .12  .12  .12 

if  no  basement 03        .03  .04  .04  .04  .05  .05 


^? 


LIII 


CONTENTS  TABLE,  DEAN  SCHEDULE 

Third-Class  Protection 

m  of  Contents                     Di      Dl%      D2  D2y2  Dj  Ds%  D4 

It    $0.26     $0.33     $0.40  $0.49  $0.57  $0.66  $0.75 

floor 18         .25         .31  .39  .47  .56  .64 

floor    26        .33         .40  .49  .57  .66  .75 

►r 31         .39         .46  .5%  .64  .74  .83 

►r 36        .44        .52  .61  .70  .80  .90 

ir  and  over 41        .49        .57  .67  .77  .88  .98 


LIV 


OCCUPANCY  TABLE,  DEAN  SCHEDULE 


It,  Nut  and  Screw  Stocks 5% 

met  and  Hat  Frame  Factories 15% 

Additional  labor,  power,  heat,  etc.  (C.  3^) 

»k  Bindery  (no  printing) 25% 

Additional  labor,  power  heat,  etc  (C.  3^) 

Book  Bindery  with  Printing.    See  Printing. 

Binders'  Supplies 5% 

»k  and  Stationery  Stocks 5% 

tblacking  Parlors  3% 

and  Shoe  Stocks  (retail) 5% 

»tt    and    Shoes    (wholesale),    including    Rubber 

Goods   3% 


2 

10% 
20% 


10% 
10% 

•  •   «  ■ 

10% 


s 

D2 
D3 

D3 


D2 
D3 
D2 
D2 


5%        Dl^ 
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LV 
CALCULATION  OF  A  BUILDING  RATE— DEAN  SCHEDULE 

Brick  Building 

Co  Tables-Third  Class  Protection 

Batit— -four  ttoriet,  no  basement  ($0.49-.02) $0.47 

Area— 4,000  square  feet,  four  floors  14%  less  one-tenth  or  1%  for 

interior  wall 13% 

Wallfr-4ides  are  16-12-12-12  average  13  in.,  should  be  20-16-16-12, 

average  16  in.  deficient  each  3  in.,  at  3% ^  6% 

One  wall  party,  add 4% 

Parapets— one  deficient  in  height 4% 

Iron  and  Glass  store  front  first  story,  over  25  feet 6% 

Ceilings  and  walls  wood  sheathed — 2  floors 6% 

Skylight— one  70  square  feet,  not  standard 4% 

Floorwaya  grade  '*B"  with  two  "below  a"  openings  each   floor 

(6%x3)    18% 

Partitions— one  wooden  lath  and  plaster,  basement  and  first  floors, 

between  tenants 6% 

Exterior   Attachments  —  one   metal-clad   frame    roof   house    over 

elevator   5% 

Occupancy  (assumed)   48% 

Total  charges  added  and  extended 120%        .56 

Occupied  building  rate $1.03 


LVI 
CALCULATION  OF  A  BUILDING  AND  CONTENTS  RATE- 
DEAN  SCHEDULE 

Municipal  Protection — Class  3 

Building:  4  stories  and  basement,  basis $0.49 

Charges 

Area :  50  x  100  feet  equals  5,000  feet,  5  floors 20% 

Walls:    (2)  each  deficient  3  inches 6% 

One  party  wall  not  standard 4% 

Parapets :  one  deficient  in  height 4% 

Front  wall  on  first  story  all  of  iron  and  glass 6% 

Wooden  sheathed  ceiling  and  walls  on  first  floor 3% 

Skylight:  one  70  sq.  ft  not  standard;  heavy  glass  in  wooden  frame  4% 
Floor  Openings:  one  open  elevator  and  one  open  stairway  each  floor 

Floors  grade  B  B  B  B 

Retinue  grades  —a        —a        — a        —a 

Number  of  openings 2  2  2  2 

Charges -f6%     +6%    .+6%     +6%=  .24% 

Metal-clad  roof  house  over  elevator 5% 

Occupancy  charge  (see  detail) 272% 


Total  percentage  charges  added,  applied  to  basis  rate  and 

extended    348%      1.71 


Occupied  building  rate ' $2.20 
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h\l— Continued 

Deduct  for  standard  fire  escape 2% 

Deduct  for  approved  equipment  of  fire  extinguishers 5% 


Total  credits 7%       .15 


Building  rate $2.05 

Exposures — ^none   .... 

Final  building  rate 2.05 

Contents  rate  2.64 

Contents  grade  D3  on  bst,  Ist,  2d,  3d  and  5th  floors. 

Add  the  differentials  as  follows  57  +  47+  57  +  64  +  70  »  2.95. 

Divide  by  number  of  floors,  four  and  basement  (5)=  59  cents. 

Building  rate  $2.05  plus  contents  differential  .59  »  $2.64. 


DETAIL  OF  OCCUPANCY 

t  2  3 

John  Buck  &  Co.,  Candy  Factory 25%     40%      D3 

Average  number  hands,  125. 

Additional  labor,  120  hands,  C33^ 63% 

Boiler  and  engine — high  pressure  boiler  with  brick  stack; 
concrete  floor — ^in  separate  room  with  brick  walls  and 
joisted  ceiling  not  cut-off.  Boiler  grades  as  "medium" 
furnace,  for  which  charge  in  open  is  70%;  70%x80% 
for  location  equals 56% 

Coke-heated  candy  furnaces  (4). 

Charge  for  one  furnace  as  "low"  25% ;  25%  x  ^  as  addi- 
tional to  boiler  furnace  =  5%  and  multiply  by  four  for 
number  of  furnaces,  equals 20% 

Kettles  connected  with  candy  furnaces  (4)  charge  for  one 
30%  increased  %  for  additional  kettles  equals 48% 

Gas  engine,  in  open 20% 


-»- 


Total  first  column  charges 232% 

Add  charge  in  column  2 40% 


Total  occupancy  charge • • . .  272% 
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Ji^R 


LVU 
mot  ANO  CML  eOMMOnON  MUCV 


Amountf  9 


Jn  ttmuttifndfoti  of  the 


for  tbe 

from  the  day  of  ^C\SV  *9       » '^ 

to  the  day  of  X^  19       » at 

AGAINST  ALL  DIRECT  LOSS  OR  DAMAGE  CJ^S^a  BY  ANY  OP  THE  FOLLOWINQi 

(1)  Riot;  m  liuarrKtton;  (3)  Qvfl  ComoMtloii 
OT  the  fofcfolng;  (5)  Biplotion  occurrlns  froin 
from  wdi  oploaoa)  whether  origineting  eo  tht 

Suept  ■•  htupimftcT  provided,  to  u 


wO  uhA  SoOO^PBIC  OBflCRDOQ 


difoctty  caoiod  fegr 
(ddadng  fro 


tovit: 


Thii  pohcy  is  mode  and  accepted  lobject  to  the  forgfoiag  etipohtkNie  aod 
▼idone,  agreeiiieBts  or  cooditiooe  ae  may  be  hidoned  beraoD  or  added  hereto,aBd  do 


ooaoniOBik  imwaer  wmi  mkb 


of  this  CoDpaiiv  diall  have  power  to  waive  or  be  deemed  or  held  to  have 
waiver,  if  any,  ihan  be  written  upon  or  attached  hereto,  oor  shall  wuf  privikge  or 
this  policy  exist  or  be  claimed  by  the  insured  unless  so  written  or  artached 

Ptovisions  itciQired  by  fanr  to  be  stated  in  tUs  poliqr-— Ihis  policy  ii  ia  a  rtoek 


alieetingthe 


^- 


valid  nntfl  oountersvied  ^^  duty  authorind  maoafer  or  afsat  of  the  Gooveay 


:  bat  this 


Ml 


j^ 


.IhbL 


^ 
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lyil^Continued 


TVt  Cirtin  Mliey  AdI  be  vnid  unleM  Die  prannm  abovs  ttated  abdl  be  neavcd'fagr  Uim  Ooi^My  or  fagr  ft  iMy 

jemA  of  tbii  CompMi/  witbM  tlttrt^  (30)  days  of  tbe  brxitiiiinii  o(  Um  lam  hereof. 

He—*  CBOMid  bjr  «i|]lo«on  orwinatinK  within    oUwn  bodm,  pipH,  fly  wfaecfa,  eoiiiMe  ewl  meehiMiy  eoaMCtod 
«ilh  and  opcratrd  tbm^.  ifi  eichidrd  frun  the  cover  of  ihia  policy,  and  uiikm  otiiennae  provided  I7  ayeenwKt  in   writing 
■MkM  biTHo.  thin  Company  Nhall  boi  be  liable  for  km  or  ilamaKe  oocurring   from  anv   eipfnaion  orininaiifiR  from  anv  inatn* 
riak  or  poneawa  inridrot  to  the  bAmMa  of  the  aawicd,  or  of  the  Imanla  ocntpyinj(  the  bniklifici  or  prcmiMn  doacrihod  herein. 

Nn-daim  to  attach  bcrvio  for  dcby,  ddrrioration,  \nm  of  market  or  any  eoDHoquential  krni,  or  for  oonfiMation  or  autboib 


iwd  diMniriibn  by  duty  eomdtutrd  ffuwnmcntal  or  nvil  authoritiee  of  the  eouoliy  in  vhidi  the  property  ii  Mtnale;  nor  for 
Um  and  or  dbamie  to  idem  which  may  be  a  part  of  any  buiUti^i  innired  herrunder,  to  an  amount  in  exertn  of  Ira  (10)  per 
emt.  of  the  vakie  of  etirh  boiklig*.  hut  in  no  event  shall  thia  Company  be  haUe  for  a  ipealer  proportino  of  eurh  kiat  or  dea- 


than  the  amomt  whieh  this  poliry  litara  to  the  total  amount  of  all  aimiar  inniranoe  whether  or  not  euch  oUier  k 
ihel  tndudp  liabdity  for  loee  or  damage  to  glaai. 

TIm  Company  riiall  not  be  Kahle  beyond  the  actual  ftk  vahie  of  the  praprriy  at  the  time  any  kiM  or  danufe  occ 
md  the  kiM  or  daniaige  ehall  be  aaoprtaincd  or  eetiniat«<d  aiwonlinK  to  eurh  actual  aiah   vahie,  with  proper  dtdiictkm  for  d»> 
ition  however  eauwrd,  and  shall  in  no  event  exceed  what  it  woukl  then  cnat  the  imairod  to  repair  or  rcplaee  the  name  with 
of  Nhe  kind  and  quality;  roid  aaeertainment  or  ratiouite  ahall  lie  made  by  the  innirod  arid  this  Company,  or,  if  they 

or  damapge  haviaf  Item  thua  drteraiined,  the 
■ucty  daya  afl«T  due  notice,  aHoniainmmt,  cwtic.  ■■. 
aenedanee  with  the  InnM  of  thia  |iuUey  It  dudi 
le  optional,  however,  with  thia  Company  to  take  all,  or  any  part  of  the  articka  at  nidi  aaeertained  or  apprainDd  vahie,  and 
■ho  to  repair,  rrfatuld,  or  rvplacc  the  property  hiat  or  «kunaHrd  with  other  of  hke  kind  and  quality  within  a  reaaonafala 
tne  00  vvinf  notice,  within  thirty  days  after  the  receipt  of  the  proof  hetrin  required,  of  ita  inletttion  so  to  do;  but  thte  eaa 
ke  no  nbandonmcnt  to  thia  Company  of  the  property  deacribcd. 

Tkis  entire  policy  shall  be  void  if  the  ioaured  haa  concealed  or  minrepifMiited,  in  writing  or  othcrwiee,  any  materhl 
hrt  or  dreumsCaMe  cooceroing  this  inauranee  or  the  nibject  ibrreof;  or  if  the  interest  of  the  msuivd  in  the  proiierty  be  nni 
tndy  slated  herein;  or  in  caae  of  any  fraud  or  false  swearing  by  the  ineurod  tourhing  any  mailer  irUtwg  to  tail  inaimmee  «r 
the  solMct  thereof,  whether  before  or  after  a  hiss. 


difrr,  llien  by  apprawer*.  as  hereinafter  provided;  and,  the  aomunt  of  Ion 

i«r  which  tUa  Company  ia  liable  purmiaot  to  tbM  pnlicy  ahall  be  payable  sixty  days  aft4T  due  notice,  aHomainmnit,  cntimate, 

sad  NBtislaetory  proof  of  the  loss  have  been  leccived  by  this  Company  in  1 


Thia  Company  shaO  not  be  liable  for  kws  to  aoeounta,  bills,  cuncacy,  deeds,  evideneea  of  debt,  money,  notes  or  seeuii- 
iim;  Mr  by  theft;  nor  unlem  liability  be  spedfically  assumsd  hereon  for  wai  by   u' 


mtcrruplioa  of  bunness,  manufacturing  pro- 

TWa  Compaay  shall  not  be  fiaUe  for  loas  or  dsmegp  eoveied  under  any  fbe  or  other  kind  of  ineumnee  contract;  nor  for 
km  or  ttam—r  caiiaed  by  aulitary  er  naval  forees  of  forcigii  cnemiee,  any  eooditione  of  this  policy  to  the  oonlrary  nolr 
•fthalanding. 

Thia  polky  ahaO  not  be  snbject  to  eaneeUalioo  by  the  insured  or  by  this  Compaay  for  a  prriod  of  ninety  dayi  beftinnmg 
with  thr  dnie  of  thio  pnhey,  but  thereafter  thia  paKcy  ahal  be  cancdled  at  any  lime  at  the  requeat  of  the  inaured,  in  which 
caae  the  Company  shall  upon  demand  and  eurrender  of  thia  policy,  refund  the  ncem  ef  pnid  premium  above  the  cusloaMry 
dwt  latoe  for  tbe  npirrd  time,  aaeaniqg  the  cuHtosBary  short  rate  of  fiie  inauranee  practioB  or  thia  policy  may  be  canedled 
by  tbe  Company  by  gjvmg  to  the  meorod  a  five  days'  written  notice  of  caneeUation  with  or  without  lender  of  the  csoem  of  paid 


above  the  pro  r»ta  premium  for  the  expired  time,  which  exeem  if  not  tendered,  shall  be  refunded  on  demand  and 
of  thia  policy.     Notice  of  cancrilatioo  ahaD  atale  that  said  exeem  premium  (if  not  tendered)  will  be   refunded  oa 


Iff  has  eecor  tbe  insured  ahaB  give  immediate  notice  m  «rith«    to    Ibis   Company,    nraleet    the    property    from    furtber 

fbitbwitb  separate  tbe  damagnd  and  nndamaged  peraonal  piupaty,  put  it  m  the  best  possible  order,  make  a  compleln 

_r  of  tbe  ame,  staling  tbe  quantity  and  cost  of  each  article  and   the  amount  daisMd  therpun;  and   within  dxty  dayn 

tbe  lorn,  nolam  sneb  time  ia  extended  b  writing  by  thia  Company,  shaO  render  a  atateasent  to  thia  Gompaav,  ngned  and 

by  said  iocurad,  slating  tbe  knowledge  aim  bdief  of  the  inntred  aa  to  lioBO  and  prigin  of  the  kjas;  the  intereet  of 

Ike  mswed  and  of  aB  other*  b  tbe  property;  the  caab  value  of  each  item  thereof  and  tiw  aasount  of  feas  thereon;  all  incum- 

•I  other  iasuranee,  whether  valid  or  not,  eovermg  any  of  aaid  propntpr;  and  a  copy  of  all  the  deaeriplmqa 


lee  b  aB  jpoKeim;  any  rhaiye  b  the  titfe.  use,  occupation,  hwation,  posaw— n,  or  rxponire  of  aaid  prooer^  since 
of  Ibb  ponqr j  by  whon  and  for  whnt  pmpeee  any  building  er  other  |)ropcrtv  herrb .  dpscraied  and  tne  aevenl 
4  mn  occupied  at  tbe  time  of  lorn;  and  ahaB  funuab,  if  leqdired,  verified  plana  and  spocificationa  of  any  buiU- 


tha 

parte  thereof  — .  ^^^g..^  ^  .»  .»«  «.  ».,  .^  ..».  .»».. 

la^  ftxtuica.  or  mnchinery  or  other  property  destroyed  or  damaged. 

Tbe  bamed,  ee  often  as  required,  ahaO  exhibit  to  any  peieon  drwiipialwl  by  Ibis  Compnny  al  thai  remaina  of  any  . 

Slsreb  deacrfted,  and  snbmit  to  cxamlaaliona  nadar  oath  by  any  pereon  named  bjr  this  C^pany.  and  Mibwribe  tbe  esasK 
an  often  ae  raqmrad,  ahaB  produoe  for  examinatwn  nil  hooka  of  account,  bOls;  mvbiees,  and  other  vouchers,  or  certiibd 
eapim  tbereof  if  originala  be  kot»  ataoeb  reaeonafab  pinee  ae  may  be  deeigoated  b)r  this  Compnny  or  ite  repreaentative,  and 
dial  ytt™?t  eartracle  and  copin  thtmof  to  be  made.  .  4 

la  tmt  tbe  insured  and  tha  Company  alal  fail  to  a^ee  a*  to  tbe  aawoat  of  torn  or  damage,  each  abal.  on  tbe  writlea 
ef  citber.  bdora  leeevery  can  no  had  barenader,  edect  a  competent  and  dtabterealed  nnpniaer.  The  appraisera  dmll 
n  eompiluit  and  diabtereated  nmpife;  and  fadbg  for  fifteen  days  to  agme  npqn  sura  umpire  then,  on  request  of 
or  tbii  Company,  such  uaapiie  ahaH  be  edealed  bv  a  judge  of  a  court  of  reoord  in  tbe  atote  m  which  the  property 
iHMd  ia  tocnied.  Tbe  apprdaara  afcal  then  mrnlBe  tbe  lorn  er  daaaige  atating  aepaiately  toand  vahie  and  \om  or  daaa- 
epi  t»  each  itaB;  aad  (aifang  to  epee,  duJI  atthmit  tbdr  dtfferenem  only,  to  the  umpira.  An  award  b  writing,  ao  itemiaed, 
m  tmf  two  wbaa  Hed  with  thb  CooBnany  ahal  determine  the  amount  of  aound  vahn  and  baa  er  damage,     baoh  anutaiaai 


ai  OM  two  wMa  Hed  wiia  this  Coeapany  ahal  determine  the  amount 

Adl  bapnid  by  tbe  party  aebeting  Urn  and  the  eijieuem  of  appraiad  and  umpire  ahal  be  paid  by  the  partim  equaly. 

Tnb  CeaipnBy  ebaD  not  be  babi  to  have  waived  any  urovidon  or  eonditioa  of  thb  policy  er  any  forfeiture  thereof  by 
aqr  aaqabaBoalt  act»  or  prnweadina  on  ila  pert  rebtbg  to  the  appraiad  or  to  any  etamination  herdn  provided  for;  and  Ikie 
mm  ahal  aoi  beeoaw  pnyabk  unta  afarty  daya  after  the  notice,  aaoertabment,  oatimala,  and  aatiafadory  proof  of  tbe  bee 
hmria  remibed  baw  bMn  received  by  tUe  Company,  induding  aa  award  by  appraiaera  when  appraimi  baa  been  required. 

IWa  Coapeay  ahal  not  be  nnb  uadar  tbb  pobqr  for  a  greater  moportioa  of  any  Ipee  on  the  dcecribed  property,  thea 
beraby  beared  ahdl  bear  to  tbe  wbob  hamnam,  iHwIber  valid  or  no4»  or  bf  edieat  or  iaaobcai  ineunia,  oo««p> 


Tlii  rwai|iiBy  amy  leqafaa  fraaa  tbe  aaeiifed  aa  aaajgnmant.  of  ai  rfiJkt  of  lummj  egabd  any  paity  for  baa  or 
«p  «a  tba  ealeal  that  payoMat  tbenfor  b  made  by  thb  Compaay. 

'  Na  aait  or  acliaa  oa  tbb  poBey.  for  tbe  raeofvenr  of  any  eUm,  ibaB  be  wiafamelib  b  any  eoart  of  b«  or  equity  onlaeB 
A  Iba  laawiiiiiHi  ef  Ibb  w»i9  akal  tevo  been  eomplbd  with,  aor  mkm  eeomMBoed  wiibb  twdve  moatba  aext  after  tbe 
ha:  pPMM  tbal  wbm  meb  Baililim  b  pnbibiled  by  the  bwe  of  tbe  Stole  wfaerda  tbb  poHey  b  beued.  Ibaa  aad  b  tlat 
mmt  w^wAm  mthm  oadar  tbb  poBoy  aLl  be  andahMbta  oakm  rnmBiaBfad  wilbb  tbe  dberteal  IbdUiioa  panaHbd  ondar 
lolMMbSlabb 


^     Tbb  peliqr  b  ■ad^tadMeavAed  aabjeet  to  tbe  fawgohg  olipabiioae  aad  oondilbn^  tegatbar  wilb  aocb 

Ckapaov  ibal  haoa  pomar  to  aaba  or  be  daaaaed  or  bald  to  bava  wabadwcb  provWean  or  ooaditieaB  aaba  eiic 

3,  abdl  ha  ntbba  oaoa  or  attached  hereto,  aor  etoB  m»  iniiBip   gr  |iwiBb»nB   ifwlh^  Iha  iMvaaea  wbr 
I  cr  hi  Mtart  If ^innrad  vriw  «  wiitlCB  «  ■IImM 
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LVIII 
APPLICATION  FOR  MEMBERSHIP  IN  A  RECIPROCAL 

In^emnits  Excbangc 

Tbb  Qodcmi^iiQd*  hcrciniitcr  ciiMd  tiufcriMrt  betn^*tlK  owner  of  the  AnloBiooite  hcreuuifter  dstcribcd 
ISO  not  11SM  tw  coninKreni  puipotcSi  nerebjr  sppbcs  for  indcinnity  CnroofD  tut  iMBKKirRT 

ExcBAHCB  for  one  jetr  from  the  date  of  the  (M^ky  issued  hereunder,  vpon  tfie  said  antomobile  and  the  bodjr, 
madiinery  and  equipaient  thereof,  whfle  attached  thereto,  and  waiianU  the  foUoiriq^  statcnents  to  be  troe* 


I.  Name  of  Sofaicriber, 

9*  RetidcncCt  Noi  ••••..•^••> 

3«  BorineM  Address.  ~.~. 

4*  Bttsaesa^  •.»«.... 


»•••••  ••••••••  ■•«••■  ••••  ■  ■«•••«  ■•••«  ••■•! 


•••  •  ••••••••••  ■■—■—<■»■ 


■aOMMMMMMAvM 


•••  >— ■■•  »••■  ■  ——>■■■■■■■■—— I 


CMyorTswa 


«  »—■■■>•  ■•••••«■  ■••••••••I 


•■•«•••■*«••••••••  «•««•«< 


NCWr  MM 


.♦■^.■..M.Nuciber  of  Chanffeun^ 


&    €»  Owned  SokfybgrSi^bicriber? .-.--. 

7.    Cost  to  Owner  of  Amomobile  Dcacribed  Heitin.  $ . 
&    Accident  Record  to  IMe.  .^.^.^ ,.m.^»»««...m..».»^. 


!•••■■■■•*•••«  ■  ••«  •••«• 


-^  19- 


9. 


TlydteNuMtl 

Sf.jtt 

Ow 

^•• 

CS&te. 

iss; 

ItoM 

sas 

%£; 

Chancier  of  Insnrsnce  applied  for: 

Fire  and  Theft. Yi»— No    Anomt^ 

Collisioft  »...»..M>M  Yibi— No 
Property  Dianiace....Yci— No 
Fevsooal  Uahi]itXM..Yn— No 


W  «Miri«wi '*VW  tr  nkw*! 


M  pwwMcd  tgr 


Total  Pirewritwi 

Olil  y«  Mfe  te  CiMOtt^l—  iC  Hr  tmiili  •»  be  detlvtd  ihcrtf  ma  and  Mk 
eodcnvna  SwecfiMr  bcrchjr  covcoanti  ind  igrMS  vhh  the  odMr  SsbtcfiMn  sppvnf  for 
Imeainrr  Exauufoa  sad  thdr.  and  cadi  of  their,  Attarmy  Ja-FmcH,  tfw 
OBder  the  lawt  of  dM  State  of  Pamayhmnia,  aa  followa: 

FIrsI:  The  Silbaulbci  aireaa  to  paj  the  praatan  aa  hcraia  provMad  and  to 
or  lirtai^HiMi  aaca  cootracta  provldnii  auloBowIe  iodcwii^  amom  UMnaalraa  for 
Acta  of  Aaaaably,  sod  ad  fordi  in  nad  omtracta  of  inaaraaeft 

Stetmt:  The  Silbatfibci  hercbjr  drajgnatea,  oooatitalcaaAd  appointa  dia  aald 
after  called  "AttofBcar,"  to  be  AttorwyiinFact  f  qr  Snhacriber  aad  in  Sobeeribcr'a  name,  plaee  and  atoad.  to  do  aB 
wiucB  ae/Mc/HMjr.  Snbecnbcr  or  Sonectibcra.  nnalu  or  oonld  do  wttii  reicrcnoe  to  liua  oootfac^  or  engr 
tiiereof.  and  cepcdal^jr  to  caBdhaate  coatraeta  of  iodenntiy  with  Sobaeribera  of  the  bfaaMinnr 

in  liie  Sobecrlbef'a  name  to  wake.  Isaae,  modify  or  canecl  coolracia  therefor  centaininf  each  tanne, 
Bcnta  aa  AtlomeHa-Fact  ahaO  deem  beat;  to  procnrc  reinarirance:  to  collect  receive  and  receipt  for  all  nency  doe  frona 
becr«ditadtolheSabecfiber*aaccoimtbyreaaonof  thiacotract,te  ^ve^  waive  or  raeeiTeall  ootieea  or  preofa.of  baa;  to  i 
aad  acttia  all  leaeea  and  clainn  ander  Sobeeriber'B  Indeonrity  Conliacia;  to  appear  for,  eoaprooiac^  proatcutt.  defend  or 
any  cUaub  aoiti  or  procoedimB  on  Sobacriber'a  ladeanity  Contract^  to  do  aay  act  with  referease  to'Sniecribcr^  MaMBOr 
lBter«iBaaranoe  ladwiini^y  Contiacti^  wUdb  Sobacnber*  ooold  do^  wiBi  power  of  eulialilntioo»  The  power  off 
gsvcB  ia  aliltliy  Baillwd  to  flM  aaea  and  pvpoaca  hcrela  capreeaad  and  to  tfw  proviaiena^  asreeaeenta  aad 
tained  hi  the  Gealnct  of  ladraaiKi  iaamd  hereunder  and  any  renewala  or  mnafera  Aereof.    The. 
Snbeevibera  f nrdier  agraa  to  caacato  and  deBvcr  to  the  Attorney  ia  Piact  aO  paper*  neeeaaaiy  to  cany  aat  Cha 
proviMOBa  hereof* 

Tkkd:  SiAacriber  agrato  Oal  Twtaty-Bve  per  oeatam  {as%)  of  fbe  pforiam  provided  for  hi  Ab 
or  renewal  coatraeta  ^ven  herewMler  ahall  be  retained  by  and  paid  to  the'  OmrAirraa 

tioQ  for  aad  ia  oonsideratioa  of  ita  benwninK  J^nomj-im-Fmet  for  Sobaeriber  aa  aforeaaid.  The 
ceaion  (75%)  tbaH  be  appBed  to  dw  payment  of  baaw  or  repaid  to  Sabacrtttr  aa  provided  ia  eaid 

TUi  agraeaMnI  can  be  aigned  apon  aay  aaater  of  cooatafparla  whh  the  saaM  effect  aa  if  tte  aipMtarM  af  aB 
were  apea  one  aad  the  aaow  iaamiaiiat,  and  wberaier  dw  word  Sabauiber  ia  need  the  aame  afaaB 
SiAaulbeia  to  tUa  or  aay  dapBcato  ^raemenl;  aad  ahaB  b*  aad  la  bindii«  apon  the  pactiea 


aevcrally  aad  ratably  aa  provided  ia  aaid  Gooiract  of  Indimnt^. 

Iftacif  WctmC    dia  Sebacriber  hanwto  sUS  Us  baad  aad  sea^  dda 

AD,ig, 


••m 


Wr^ 


No. 


J 
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♦ 

LDC 


No 

POUCY  OP  RECIPROCAL 


1  nbemniti?  Krcban^e 


onaantimcsi  automobile  indemnity  contract 

gfj*  THE  SUBSCRIBERS  to  the  EXCHANGE,  Mvenlly, 

""^       but  not  ioiotly,  each  rataUv  with  odier  rabtcriben,  tmt  not  one  for  the  other,  and  represented  by  the 

Gmpany,  Attorney-in-Fact, 

IN  CONSIDERATION- (1)  of  the  payment  b  advance  of  the  premium  deposit  herein  provide^ 
(2)  the  statements  made  hi  the  appHcation  for  this  Indemnity  Contract,  a  copy  of  which  is  attached 
hereto  and  made  a  put  hereof,  ana  (3)  the  execotion  of  a  power  of  attorney  to  the 

Company,  aatborising  it  to  execute  redproefl  or  inter-insurance  contracts  between  ttit 
holder  of  this  Indoniri^  Contract  and  other  sabscribers  to  said  Exchange 

n.  AGREE  TO  INDEMNIFY 

the  Insured,  subject  to  the  provisioos  and  conditions  set  forth  herein. 


i«IIL  AGAINST  actual  Ion  or  damage  to  the  automobile  described  in  the  application  for  this  Indemnity 
Contract,  including  its  operating  equipment  while  attached  thereto,  to  an  amount  not  exceeding  the 
■toount  specified  m  this  Indemnity  Contract,  if  caused  within  the  period  covered  by  this  Indemnity 
Contract:  * 

^  1.    BY  FIRE  arising  from  any  cause  whatsoever,  nicludinf  self-ignition,  or  actual  loss 

or  damage  caused  by  lightning  or  by  the  burning,  derailment,  coUision,  stranding  or  sinking  of 
tiie  conveyance  of  any  common  carrier  in  or  upon  which  the  said  automobile  is  bemg  tranqxMrted, 
including  general  average  and  salvage  charges  for  which  the  Insured  is  legally  liable ; 
it  2.    BY  ROBBERY,  Theft  or  Pilferage  in  excess  of  $25.00  on  any  single  occasion,  by  per- 

sons other  tfian  those  in  t!ie  employment,  iervice  or  household  of  the  Insured ; 

3.  BY  COLLISION  with  any  other  object,  moving  or  stationary,  excluding  loss  or  dam- 
age caused  by  striking  any  portion  of  the  roadbed  or  by  striking  the  rails  or  ties  of  any  street, 
steam  or  electric  railroad.  Loss  or  damage  to  tioes  shall  not  be  covered  unless  the  total  loss  or 
damage  resulting  from  one  collision  shall  exceed  $200.00. 

Provided  that  the  automobile  insured  hereby  is  valued  at  the  sum  insured  and  that  tfie  liability 
assumed  for  loss  by  fire  or  theft  shall  not  exceed  the  amount  specified  in  the  a^lication  for  this 
Indemniftr  Contract,  and  that  liability  for  loss  by  collision  shall  not  exceed  the  limit  stated  in  Condi- 
tion "B« 

Provided  also  that  each  claim  shall  be  adjusted  separately,  and  that  from  the  amount  of  each 
loaa  claimed  because  of  theft  and/or  collision,  when  determined,  the  sum  of  $25.Q0  shall  be  deducted, 
and  payment  made  in  excess  of  that  amount  only. 

rioalV*  AGAINST  toss  and/or  expense  arising  or  resulting  from  claims  upon  the  Insured  for  damases 
on  account  of  damage  to,  or  destruction  of,  property  of  every  description  (except  property  of  the  In- 
sured or  in  charee  of  the  Insured  or  any  of  his/her  employees  or  carried  in  or  upon  the  automo- 
bile covered  hereby)  caused  by  an  accident  due  to  the  ownership,  maintenance  and/or  use  of  the 
automobile  described  in  the  application  for  this  Indemnity  Contract,  and  occurring  within  the  period 
covered  hereby. 

Provided  that  no  liability  under  this  danse  .is  assumed  in  excess  of  $1/XX)XX)  gross  loss  or 


Mm V.  AGAINST  loss  zxiA/ot  expense  arising  or  resulting  from  daims  upon  the  Insured  for  Damages  oo 
Ijgpl  account  of  bodily  injuries  and/or  death  accidentally  suffered,  or  alleged  to  have  been  suffcsed,  by 
nny  person  or  persons,  other  than  employees  of  the  Insured,  by  reason  of  the  ownership,  mainte- 
nance and/or  use  of  the  automobile  described  in  the  application  for  this  Indemnity  Contract  and  oc* 
earring  within  the  period  covered  by  said  Indemnity  Contract 

Provided  that  liabili^r  for  loss  on  account  .of  an  aoddent  resulting  in  bodily  hjnriea  and/or 
death  to  one  person  is  umited  to  $5,000.00;  and  subject  to  the  same  omit  for  eadi  person,  the  to* 
tal  liability  for  loss  on  account  of  any  ippe  aoddent  resulting  in  bodily  injuries  aD4/or  death  to  more 
than  one  person- b  Umited  to  $10,000.00. 

Rmrided  also  that  no  liability  Is  assumed  mider  this  Indemnity  Contract  for  any  dunis  arUog 
tff  wuptk  of  any  obligation  assumed  by  or  imposed  upon  the  Insured  under  any  Statute  tapay  Gobh 
ptniitiwi  or  daua^  irrespective  of  negligence. on  the  part  of  the  Intured,  at  cmpkyer  or  otheiwiae, 
_. «^..  ]pjai|g,|y  Contract  as  cxtoided  by  endontaieill  .eovtting  nidtobBgatioiii 
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LiX — Continued 
THIS  INSDRANCB  IS  SU^JBCT  TO  THE  fX>LLOVlNG  OONDITIORSt 


A.  The  liability  of  the.  Insured  as  a  subscriber   to   the  Indemnity 
under  each  contract  of  indemnity,  made  through  Attorney-in-Fact,  shall  be  the  same  as  tf  a  tepanM 
contract  were  issued  therefor,  an4  shall  be  tor  a  sum  which  is  the  same  proportion  of  the  ag^re- 

5 ate  Ualulity  thereunder,  as  the  Subscriber's  premium  deposit  bears  to  the  net  aggregate  prenuum 
eposits  of  the  Exdunge  un^r  all  contracts  in  force  at  the  time  such  liability  arises;  provided  that 
the  a^regate  liability  of  each  subscriber  created  by  this  contract  shall  not  exceed  five  times  the  aiqaaat 
of  the  premium  deposit  herein  provided  to  be  paid.  In  consideration  of  this  limitation  of  liability,  the 
Subscriber  agrees  to  at  all  times  maintain  the  insurance  reserve,  required  by  law  to  be  mamtainra  oat 
of  the  premium  deposit  herein  provided  for,  and  whenever  losses,  whether  liquidated  or  contingent, 
chargeable  against  the  Subscriber's  account,  shall  in  the  judgment  of  Attorney-in-Fact  require  an  ad- 
ditional contribution,  in  order  to  prevent  encroachment  upon  that  portion  of  Subscriber's  premiam 
deposit  set  aside  for  insurance  reserve,  SubKriber  shall,  upon  notice  and  demand  from  the  Attorney-in- 
Fact,  forthwith  pay  tihe-  Attorney-in-Fact  such  additional  sum  or  sums  as  ma^  be  specified,  not  exceed- 
ing in  the  aggregate  the  total  uability  of  the  Subscriber  as  hereinabove  limited.  Such  additional 
payments  shall  be  credited  to  the  Sutocriber's  account,  and  applied  or  returned  to  the  Subscriber  in  the 
same  manner  as  the  original  net  premium  deposit 

B.  Liability  for  danuges  resulting  from  collision,  or/and  from  property  damage  b  limited  to 
die  actual  intrinsic  value  of  the  property  damaged  or' destroyed,  at  the  time  of  its  damage  or  its 
destruction ;  or  the  cost  of  its  repair  or  replacement : 

C  No  liability  ia  assumed  on  account  of  acddeots  occurring  while  the  insured  automobile  it 
bdng  operated : 

1j— In  any  race  or  speed  contest, 

2. — Or  for  any  unusual  or  extra  hazardous  purpose, 

3.1— Or  by  any  person  in  violation  of  law  as  to  age.  or  without  a  proper  license, 

4j— Or  jn  any  event  by  a  person  under  the  age  of  16  years, 

S.— Or  for  rental,  hire  or  hvery  or  the  transportation  of  passengers  for  hire. 

6.— Or  used  for*  the  carrying  of  explosives  not  used  in  connection  with  its  operation. 

This  contract  shall  forthwith  cease  and  determine  if  said  automobile  is  used  for  any  of  the  above 

fMUpOSCK 

No  BabiHty  is  assumed  for  losses  caused  by  inva«on,  msurrettion,  riot,  dvil  wrar.  mifitarj  or 
usurped  power,  or  by  order  of  any  civil  authority:  or  1^  neglect  of  die  Insured  to  use  aO 
able  means  to  save  or  preserve  the  property  insured  from  loss. 


TUsOm-  D.    The  ri^t  to  indemnity  hereunder  is  personal  to  the  Insured,  and  no  liability  is 

cn^Par-       §gf  ^^y  liability  of  others,  assumed  by  the  Insured,  imder  any  contract  or  agreement,  oral  or  writtca. 

E.  The  Insured  warrants  the  statements  upon  the  attached  copy  of  his  applicatioo  to  be  true. 
and  this  contract  shall  be  void  if  the  Insured  or  his  agent  conceals  or  misrepresents,  in  writing  or 
otherwise,  ainr  fact  or  circumstance  in  connection  herewith,  or  makes  any  attempt  to  defraud  the 
&cchange  before  or  after  loss  or  if  the  interest  of  the  Insured  in  the  property  be  other  than  imoon- 
ditional  and  sole  ownership,  or  if  the  property  insured  be  or  become  encumbered  by  any  Hen  or 
mortga^,  or  if  any  change  other  than  by  death  of  the  Insured  takes  place  in  the  interest,  tiUe  or 
possession  of  the  Insured  by  voluntary  act  or  otherwise;  provided  that  in  the  case  of  the  dcadi  of 
the  Insured  this  contract  shall  continue  in  force  for  the  benefit  of  the  legal  representatives  of  the  In* 
•nred  until  noon.  Standard  time,  on  the  ISth  day  of  the  following  caleiMur  month,  unless  the  original 
period  of  the  Indemnity  Contract  terminates  or  said  Indemnity  contract  be  cancelled  prior  thereto 


F.  This  Indemnity  Cootnct  does  not  cover  any  loss  or  expense  arinng  or  resulting  from 
ddent  occurring  while  the  automobile  insured  hereunder  is  being  maintained  or  used  beyond  the  fioiili 
of  the  United  States  of  America  (exdusivelbf  Alaska,  the  Hawaiian  Islands  and  Porto  Rioo)  and 
Guiada. 

G.  If  the  Insured  carnr  a  Poli^  of  another  nisurer  against  any  loss  and/or  expense  ooverad  hjr 
thb  Indemnity  Contract  the  insured  shall  not  recover  from  subscribers  to  Indemnity  Ex- 
change, a  larger  proportion  of  the  entire  loss  and/or  expense  than  the  amount  hereby  insured  bars  to 
the  total  amount  of  valid  and  cotkcdUe  insurance  applicable  thereta 


H.    The  Insured  upon  the  occuiieuce  of  fire,  theft  or  accident  giving  rise  to  any  daim 
under  shall  send  immediate  imitten  notice  diereof  with  the  fullest  informatkm  obtainabte  at  the 
time,  to  die  office  of  the  Company,  Attorney-in-Fact,  at 

Ftennsylyanta,  and  if  a  daim  is  to  he  made  under  thii  Indemnity  Contract,  by  reason  of  damage 
and/or  loss  or  for  personal  liability  arising  from  such  fi^,  theft  or  acddant.  a  detailed  statement  sfaaB 
be  fsrdiwidi  made  and  returned  upon  bhnks  supplied  by  the  Indemnity  Company,  A^ 

toniey-tn-Fact  Such  statement  shah  show  proper  invemory  of  the  parts  or  equipmcm  dcstroyud  or 
damucd  and  slate  to  the  best  of  knowledge  and  belief  die  cost  of  replacement  or  repair  of  tiie  sane. 
The  Insured  shall  at  all  times  render  to  the  Exchange  and  iu  Attorney-in-Fact  all  cooperation  and 
assistance  in  his  power,  and  the  failure  to  furnish  to  the  Company,  AttomejN 

sn-Fact,  such  information,  recdpts,  vouchen  and  sworn  statementt  when  and  as  the  same  may  6e 
required  •in  connectkm  wtdi  any  dain  tmder  this  Indemnity  Contract,  shall  void  such  dain  and  — 
miaate  thb  Indemnity  Contract 


I.    In  the  event  of  anv  loss  or  damage  covered  by  this  Indemnity  Contract  to  the  insured 

mobile  or  its  operating  equipment,  the  kMs  shall  be  determined  1^  die  Insured  and  die  Attoracy>-to> 
Fact,  if  possibfe,  odierwise  by  two  appraisers,  one  to  be  cfaoaen  1^  die  Insured  and  one  1^  die  Ailovw 
ncyMU-Fact.  The  two  appraisen  so  chosen.  If  duey  are  not  able  to  agree,  riiall  sdcct  a  ttnrd  and  the 
•ward  m  writing  of  any  two  shall  determine; 


ti— The  natnra  and  extent  of  audi  damage 
•rf    The  tune  required  to  eSect  repair  cr 
3rf-*Tbc  anooBl  of  the  lost. 
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UK— Continued 

The  Insured  shaO  pay  die  appraiser  selected  by  him  and  the  ^       ladcnmity  Exdunfe  ahall 

pay  the  appraiser  selected  by  its  Attomey-io-Fac^  and  the  lasufsd  UMfdie  Exchange  shaU  bear  eqaally 
all  other  expenses  of  the  appraisal 

J.    The  Indemnity  Exchange  shaO  have  the  right  at  the  opdon  of  Attomnr-te* 

Fact,  and  by  such  means  as  Attomey<^n-Fact  elects,  to  repair,  rebuild  or  replaoe  the  propeity  aam> 
aged,  destroyed  or  lost  with  other  of  like  kind  and  qnality  within  reasonable  time,  or  to  ftty  the  i 
determined  as  abore  in  money,  and  retain  all  salvage. 


Reasonable  time  shall  be  aOowed  to  the  Attoncy-in-F)Kt  for  uispection,  before  repairs  arc 
dertakcn  or  physical  evidence  of  damage  removed,  but  any  act  by  whomsoever  done  for  dw  mani- 
fest protection  or  salvage  of  the  automobile  or  propeity  damaged  shall  be  without  prejudice  and 
considered  as  done  for  the  benefit  of  all  concerned  and  all  reasonable  expenses  so  iucuiied  Aall  be 
a  claim  under  this  Indemnity  Contract 

K.  In  the  event  of  kMs  or  damage  to  the  automobile,  whether  such  loss  or  damage  te  eovered 
by  dns  Indemnity  Contract  or  not,  hability  hereunder  shall  be  pionoittonatdy  redooed  until  repairs 
have  been  completed  and  shad  then  attach  for  the  full  amount  origmally  written  without  additional  cost 
to  the  Insured. 

L.  If  suit  be  brought  agabst  the  Insured  to  enforce  a  dalm  for  damages  covered  by  this  la- 
demnity  Contract,  the  Insured  shaU  hnmediately  forward  to  tlie  Exchange  or  its  Attoraey-in-Fact 
every  summons  or  odwr  process  as  soon  as  the  same  shaU  have  been  served  on  the  Insured.  The  Ex- 
diange  through  its  Attorney-in-Fact  shall,  hi  the  name  and  on  behalf  of  the  Insured,  defend  such 
suits.  The  expense  of  such  defense  shall  be  treated  as  a  loss  under  tUs  Indemnity  Coolnet 

The  Insured,  whenever  requested  by  the  Exchange  or  its  Attomey-fo-Fact,  shsU  aid  hi  eilecl- 
ing  settlements,  securing  information  and  evidence,  the  attendance  of  witnesses  and  In  prosecuting 
appeals,  but  the  Insured  shaU  not  voluntarily  auume  any  liability  or  interfere  in  any  negotiatkM 
for  settlement,  or  in  any  legal  proceedings,  or  incur  any  expense,  or  setde  any  dahn,  except  at  his/her 
or  its  own  cost,  without  the  written  consent  of  the  Company,  Attomey-ni- 

Fact,  previously  given,  except  that,  as  respects  liabiltty  for  personal  injuries  covered  hereunder,  the 
Insured  may  provide,  at  the  expense  of  Subscribers  to  lodcnnity  Exchange,  such  ua- 

mcdiate  surgical  relief  as  is  imperative  at  the  time  of  the  acddcat 

11  In  case  of  payment  of  loss  and/or  expense  under  dris  Indemnity  Contract,  the  Subscribers 
to  Indemnity  Exchange  shall  be  subrogated,  to  the  amount  of  such  paymcat,  to  die 

Insured's  rights  of  recovery  against  others  for  such  loss  and/or  expense,  and  the  Insured  shall  ex- 
ecute all  papers  required  and  shaU  codperate  urith  Attomcy-m-Fact,  to  secure  such  rights: 

N.    Clahns  for  loss  or  damage  shall  aoc  become  payable  until  thirty  days  after  the  aotioe,  a^ 
certainment,  estimate  and  satisfactory  proof  of  loss  have  been  received  by  the 
Company,  Attorney-in-Fact,  including  the  award  by  the  appraisers,  when  appraisal  is  reqoired. 

Sj****  No  actioA  shall  lie  against  any  Subscriber  to  recover  any  loss  or  expense  covered  by  this  la- 

flST"''      demnity  Contract  arising  or  resulting  from  claims  upon  the  Insured  for  dsmages,  unless  such  action 
Liirit.  shall  be  brought  "by  the  Insured  for  loss  and/or  expense  actually  sustained  and  paid  in  money  by  the 

Insured  after  actual  trial  of  the  issue,  or  unless  such  action  is  broi^ilit  within  sixty,  days  after  the 
payment  of  such  loss  or  expense :  or  for  any  other  loss  or  damage  covered  by  this  Indcnmity  Coo- 
tract  unless  action  is  brought  within  one  year  after  the  oauueace  cansmg  the  hMS  or  darasfc. 

**o<*nc  To  avoid  muhiplidty  of  suits,  the  Insured  agrees  that  all  actions  or  suits  at  law  or  hi  equity 

2^?r**''   by  or  on  his/her  behalf  by  reasoa  of  any  daim  hereunder,  shall  be  agahist  the 

Company,  Attorney-in-Fact  for  the  Subscribers  to  the  Indemnity  Exdnuige; 

and  that  not  more  than  one  suit  shall  be  mainuined  at  one  time.  Eadi  of  the  Subscribers  agrees 
that  the  final  decision  in  any  such  suit  dull  be  accepted  as  decisive  of  a  similar  claim,  so  fiv  as  dM 
same  may  subsist,  aninst  each  of  the  other  Subscribers  liable  therefor,  absolutely  facing  his  fiabHtty 
in  the  premises ;  and  in  consideration  of  the  issuance  of  this  contract  of  indeomity,  each  of  die  Sub- 
scribers agrees  to  abide  by  such  final  decision  in  the  same  manner  and  to  the  same  effect  as  If  he  had 
been  sole  defendant  in  a  similar  suit  or  i>roceeding  as  to  a  similar  claim  against  him,  so  far  as  dw 
same  may  subsist,  and  the  Company,  Attomey-m-Fact,  to  hereby  authorized  to 

receive  and  admit  service  of  process  on  behalf  of  any  Subscriber,  in  any  suit,  or  other  procredfaig,  be- 
gun or  maintained  as  aforesaid. 

O.  No  assignment  of  interest  under  this  Indemnity  Contract  shall  be  valid,  and  no  officer,  ageat 
or  other 'representative  of  the  Indemnity  Exchange  or  of 

Company.  Attorney-in-Fact,  shall  have  power  to  waive  or  alter  any  provision  or  condition  of  tlds 
Indemnity  Contract,  except  such  as  by  the  terms  of  this  Indemnity  Contract,  may  be  the  subject 
of  agreement  endorsed  hereon  or  added  hereto:  nor  shall  notice  to  any  agent  nor  knowledge  posr 
sesscd  by  any  agent  or  any  other  person  be  held  to  effect  a  waiver  or  dnnge  in  any  part  X)f  this  con- 
Ma  Ahcsa-  tract,  and  none  of  the  conditions  and  provisions  hereof  shall  be  held  to  be  waived  unless  such  waiver 
be  written  upon  or  attached  hereto  and  executed  by  the  Company,  Attorney 

fai-Fact :   and  the  Insured  agrees  upon  the  acceptance  of  this  Indemnity  Contract  that  its  terms  cm- 
body  all  agreements  between  himself  and  the  Attorney-in-Fact,  Agents  and  Sutecribers  to  da 
Indemnity  Exchange,  or  any  of  them  relatmg  to  the  bisurance  referred  to  herrin. 

P.  This  Indemnity  Contract  may  be  terminated  at  any  time  by  Attomey-ui-Fact  for  any  vio- 
latkm  of  its  conditions,  and  H  may  be  cancelled  by  either  partv  hereto  on  the  1st  or  15th  day  of  any 
calendar  month  by  written  notice  given  five  days  prior  to  said  date.  Upon  surrender  of  this  Indeamity 
Cqpitract  Subscriber  shall  receive  the  amount  standing  to  the  credit  of  his/her  account  on  the  book* 
of  the  Indfmnitv  Exchange  on  date  of  terminatkm.  provided  that  the  Subacribcr  ex- 

presshr  agrees  that  Attorney-in-Fact  shall  deduct  from  any  amount  otherwise  payable  upon  the  ter- 
ennatMn  or  cancellation  of  this  contract,  such  an  amount  as  Attorney-in-Fact  shall  deem  necessary  to 
pay  and  discharge  the  Subscriber's  liability  in  connection  with  any  unliquidated  or  condngtnt  cUlia 
or  dahns. 
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Q.   Tbe  contract  period  shall  be 


nttmnha^  hegituung  OH  the 
191_  at  nooa,  and  ending  on  the  day  oC 


^i« 


191 at  nobo,  studard  time. 

R.    TIk  pranimn  dcpotit  for  this  Indemnity  Qntract  diall  be 


payable  at  the  Home  Office  of  the  Indemnity  Exchange.    Twenty-five  per  cent  of  tai 

premium  deposit  shall  be  retained  by  Company  in  consideration  of  hs  apnias 

to  act  as  Attorney-in-Fact  for  the  purposes  hereof.    The  remaining  seventy-five  per*  cent  dial  k 
phced  to  the  credit  of  the  Subscriber  upon  the  books  of  the  Indemnity  Exchane^  mi 

deposited  or  invested  as  the  Trustees  uiall  designate. 

The  fund  so  created  shall  be  applicable  to  the  |>ayment  of  adjustments  and  losses  as  prariU 
in  this  Indemnity  Contract  and  a  separate  and  individual  account  shall  be  kept  by  AttomcyHB-Fad, 
whidi  shall  be  open  to  the  inspection  of  the  Subscriber  showing  the  net  amount  of  his/her  preaiaB 
deposit  and  the  amount  of  each  charge  as  made  against  it.  Each  account  shall  be  diargeaUe  oe  tte 
1st  and  15th  day  of  each  calendar  month,  with  its  proper  pro  rau  of  loss.  Stale  and  Federal  taxa  mi 
any  amount  properly  chargeable  thereto. 

At  the  termination- or  cancellation  of  this  Indemnity  Contract,  the  balance  appearing  to  SA- 
flcriber's  credit,  less  sudi  unifonn  percentage  as  the  Trustees,  diosen  annoaUy  by  die  Avanef^ 
Fact  from  the  Si;d>scribers,  may  detennine  to  be  a  proper  contribution  to  a  General  ContingeBt  F^d, 
shall  be  applied  on  account  of  further  insurance,-  or.  upon  written  request  callmg  for  such 
refunded  to  the  Subscriber. 

Subscriber  agrees  that  any  amount  contributed  out  of  his  premium  deposits  to  said  General 
tingent  Fund  may  be  retained  by  Trustees  and  applied  to  any  purpose  which  Attoniey-in<^act 
proper  and  advantageous  to  suMcribers  to  Indemnity  Exchange. 

No  term  or  condition'  of  this  Indemnity  Contract  is  intended  to  create,  creates,  or  diafl  be 
stmed  to  create  a  partnership  or  mutual  insurance  association ;  or  to  give  rise  to  or  oreale  asf ; 
or  general  liability. 

This  contract  is  made  and  accepted  subject  to  the  foregoing  terms  and  conditions  and  ns 
vittons  or  terms  affecting  Uie  indemnity  'Under  this  contract  exist  unless  written  hereon. 


IN  WITNESS  WHEREOF  the  Subscribers  to 
these  presents  to  be- executed  this  .jday  ol. 


Indemnity  Exchange  have 
A.D.,  191 


OOBPANY,  Attesasf  b  Fad. 


Attest 


SecreUary^ 
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LLOYDS  ASSOCIATION 
UNDERWRITERS  COMPOSING  ASSOCIATION 


Name  and  Address 


Liability 
assumed 


Frederick  Loeser  &  Co.,  Brooklyn,  N.  y. 


$40,000 


Lamson  &  Hubbard  Co.,  Brooklyn,  N.  Y 

Lord  &  Taylor,  New  York 

Arnold,  Constable  k  Co.,  Fifth  avenue.  New  York 

R-  H.  Macy  &  Co.,  Broadway,  New  York 

Stern  Brothers,  37  West  Forty-second  street.  New  York... 

Abraham  k  Strauss,  422  Fulton  street,  Brooklyn,  N.  Y 

Woodward  k  Lothrop,  Washington,  D.  C 

B.  Altman  k  Co.,  New  York 

R.  H.  White  Co.,  Boston,  Mass 

Strawbridge  k  Clothier,  Philadelphia,  Pa 

The  Pittsburg  Dry  Goods  Co.,  Pittsburgh,  Pa 

Emery-Beers  Co.,  New  York 

The  John  Shillito  Co.,  Cincinnati,  Ohio 

John  Wanamaker,  New  York 

C.  F.  Hovey  k  Co.,  Boston,  Mass 

Best  k  Co.,  New  York 

N.  Snellenburg  k  Co.,  Philadelphia,  Pa 

Wheeler  &  Motter,  Mercantile  Co.,  St  Joseph,  Mo 

Brooks  Brothers,  New  York 

American  Lithographic  Co.,  New  York 

Carson  Pirie  Scott  k  Co.,  Chicago,  111 

Kaufman  Dept  Stores,  Pittsburgh,  Pa 

Sibley,  Lindsay  k  Curr  Co.,  Rochester,  N.  Y 

L.  Bamberger  k  Co.,  Newark,  N.  J 

Pownes  Bros  Co.,  New  York 

Cooper,  Coate  k  Casey  Dry  Goods  Co.,  Los  Angeles,  Cal. 

James  McCreery  k  Co.,  New  York 

Camp1>ell,  Metzger  k  Jacobson,  New  York 

Kaufman  k  Baer  Co.,  Pittsburgh,  Pa 

National  Cloak  k  Suit  Co.,  New  York 

Wm.  Taylor,  Son  k  Co.,  Cleveland,  Ohio 

J.  L.  Hudson  Co.,  Detroit,  Mich 

L.  F.  Dommerich  k  Co.,  New  York 

Pasaavant  k  Co.,  New  York 

L.  Grief  k  Bro.,  Baltimore,  Md 

The  Halle  Bros.  Co.,  Cleveland,  Ohio 

Whl  Islin  Co.,  New  York 

John  Taylor  Dry  Goods  Co.,  Kansas  City,  Mo 

Hy  Sonnebome  Co.,  Baltimore,  Md 

Scfaefer,  Schramm  k  Vogel,  New  York 

Gimbel  Bros.,  New  York 

Western  Dry  Goods  Co.,  Seattle,  Wash 

Greeff  &  Co.,  New  York 


$20,000 
each 
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Gimbel  Bros.,  Incorporated,  Milwaukee,  Wis 

Lesher,  Whitman  &  Co.,  670  Broadway,  New  York 

The  May  Department  Stores  Co.,  St.  Louis,  Mo 

The  May  Co.,  Cleveland,  Ohio 

H.  C.  F.  Koch  &  Co.,  132  West  125th  street,  New  York 

W.  M.  Whitney  &  Co.,  Albany,  N.  Y 

Frank  &  Dugan,  New  York 

Bloomingdale  Bros,  New  York 

Fleitman  Co.,  New  York 

The  H.  and  S.  Pogue  Co.,  Cincinnati,  Ohio .  ^  ^  ^^^ 

Boggs  &  Buhl,  Incorporated,  Pittsburgh,  Pa r  \j^i^ 

Endicott,  Johnson  &  Co.,  New  York 

Stern  k  Stern,  New  York 

W.  H.  McElwain  Co.,  New  York 

J.  H.  &  C.  K.  Eagle,  New  York 

The  Fair,  Monroe  and  State  streets,  Chicago,  111 

The  M.  O'Neil  Co.,  Akron,  Ohio. . . , 

Stix,  Baer  &  Fuller  Dry  Goods  Co.,  St.  Louis,  Mo 

J.  Kridel  Sons  Co.,  New  York 

Longley  &  Michaels  Co.,  San  Francisco,  Cal 

Bullocks,  a  corporation,  Los  Angeles,  Cal 


each 


L.  S.  Donaldson  &  Co.,  Minneapolis,  Minn 

The  Denver  Dry  Goods  Co.,  Denver,  Colo 

S.  Kann  Sons  &  Co.,  Washington,  D.  C 

Jones,  McDuffie  &  Stratton  Co.,  Boston,  Mass 

Browning,  King  &  Co.,  16  Cooper  square,  New  York. . 

Frederick  Victor  &  Achelis,  New  York 

Weinstock,  Lubin  8c  Co.,  Sacramento,  Cal 

Hochchild,  Kohn  &  Co.,  Baltimore,  Md 

Dives,  Pomery  &  Stewart,  Harrisburg,  Pa 

Emery  Bird  Thayer  Dry  Goods  Co.,  Kansas  City,  Mo. 

The  Hunter  &  Tuppen  Co.,  Syracuse,  N.  Y 

R.  H.  Stearns  k  Co.,  Boston,  Mass 

Aitken,  Son  k  Co.,  New  York 

McGibbon  k  Co.,  New  York 

Hager  k  Bro.,  Lancaster,  Pa 

Rosenbaum  Co.,  Pittsburgh,  Pa 

J.  K.  Stifel  k  Co.,  New  York 

Hahne  k  Co.,  Newark,  N.  J 

Sharp  k  Dohme,  Inc.,  Baltimore,  Md 

L.  Herzog  k  Bros.  Dry  Goods  Co.,  St.  Louis,  Mo 

Meier  k  Frank  Co.,  Portland,  Ore 

Greenshields,  Ltd.,  Montreal,  Can 

Adams,  Flanigan  Co.,  New  York 

Susquehanna  Silk  Mills,  New  York 

A.  Lisner,  Washington,  D.  C 

Gladding  Dry  Goods  Co.,  Providence,  R.  I 


$5,000 
each 
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IXr— Continued 

INCOMB 

Gross  premiums   $121,329.95 

Deduct  return  premiums 1,710.88 

Total  net  premiums  written $119,619.07 

Interest: 

Bonds   $16,084.95 

Deposits  1,765.48 

Total    17,850.43 


Total  Income  $137,469.50 

Ledger  Assets  December  31  of  previous  year 430,595.62 


Total    $568,065.12 


DISBURSEMENTS 

Losses  less  discounts $349.84 

Expenses  of  adjustment  and  settlement  of  losses 28.00 

Commissions  or  brokerage 17,942.85 

Salaries,  fees  and  other  charges  of  officers,  directors,  attorneys  in 

fact  and  home  office  employees 146.20 

Legal  expenses    500.00 

Fire  department,  patrol  and  salvage  corps  assessments,  fees,  taxes 

and  expenses   738.82 

State  taxes  on  premiums 495.19 

Insurance  department  licenses  and  fees 139.00 

All  other  licenses,  fees  and  taxes 980.97 

Miscellaneous 102.13 

Dividends  to  subscribers 41,220.10 

Gross  decrease  by  adjustment,  in  book  value  of  ledger  assets,  viz.: 

Bonds   9,390.00 


Total  Disbursements  $72,033.10 

Balance  $496,032.02 


LEDGER  ASSETS 


Book  value  of  bonds $401,720.00 

Deposits  in  trust  companies  and  banks  on  interest 93,805.17 

Agents'  balances  representing  business  written  subsequent  to  Octo- 
ber 1,  1918 506.85 


Total    $496,032.02 


NOK -LEDGER  ASSETS 


Interest  accrued  on  bonds 4,514.34 

Market  value  of  bonds  over  book  value 2,500.00 


Total  Assets $503,046.36 
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LIABIUTIB8 


Unearned  premlams $59,016.30 

Contingent  commistiont  or  other  charges  due  or  accrued 905.59 


Liabilitiet    $59,921.89 

Surplus    443 , 1 24.47 


Total    $503,046.36 

RISKS  AND  PRBMIUMS 

Fire  Risks  Premiums 

In  force  December  31,  1917 $26,892,000  $91,360.08 

Written  or  renewed  in  1918 31,234,000  121,329.95 

Totals    $58,126,000  $212,690.03 

Deduct  expirations  and  cancellations 24,494,700  94,657.44 

In  force  December  31,  1918 $33,631,300  $118,032.59 

■ 

UCAprrULATION  OF  FIRB  RISKS  AND  PREMIUMS 

Gross 
Premiums 

Tear                                          Amount        Charged,  Less   Fraction  Premiums 

Written        Term                       Covered        Reinsurance    Unearned  Unearned 

1918    One  year  or  less...    $33,631,300       $118,032.59           H  $59,016.30 
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LXI 
MARINE  INSURANCE  BINDER 

BLANK  k  CO.  No. 

Insurancb 


To Blank  Insurance  Co 

Insure  for John  Jonet 

For  account  of. .  . .Henry  Smith Loss  payable  to.,. .John  Jonea. 

on (description  of  subject  matter) 


Valued  at.. 

Per  

Ai  and  from 
To 


(Here  clauses  and  warranties), 


f  Sailiua  . 

Bill  of  Latins  dated: Time  of-l         .  . 

l^  Arriving 


/^ 

Rate per  cent.    Premium APPROVBD 

Form  No. 
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LXII 
MARINE  CARGO  POLICY 
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LXIl-^oniinued 
CARGO  FORM  MARINE  OPEN  POLICY  ON  EXPORTS 

JOHN  JONES  k  COMPANY 

1.  For  account  of  whom  it  may  concern. 

2.  Loss,  if  any,  payable  to  Them  or  Order. 

3.  To  cover  all  goods  and/or  merchanidse  shipped  by  John  Jones  &  Company, 
(hereinafter  referred  to  as  the  Assured),  or  by  others  for  their  account,  or 
in  which  they  may  have  an  interest,  or  for  which  they  may  receive  instruc- 
tions to  insure;  said  instructions  to  be  given  in  writing  prior  to  sailing  of 
vessel  and  prior  to  known  or  reported  loss  or  damage. 

4.  Per  steamer  and/or  steamers  including  vessels  propelled  by  oil,  gas  and/or 
electric  machinery  and/or  connecting  railroad  conveyances. 

5.  Sailing  on  and  after  February  13th,  1919. 

6.  To  be  insured  at  and  from  Philadelphia,  Pa.,  to 

7.  To  cover  on  merchandise,  consisting  principally  of 

subject  to  the  following  conditions: 

8a.  While  Waterborne  : 

Subject  to  3%  Particular  Average  on  each  Shipping  Case  or  Package. 
Subject  to  5%  Particular  Average  on  each  Shipping  Case  or  Package. 
Free  of  particular  average,  unless  the  vessel  be  stranded,  sunk,  burned 
or  in  collision. 

8b.  While  ON  Land: 

While  goods  are  on  railroad  or  other  land  conveyance,  only  the  risks  of 
fire,  collision,  derailment  and  loss  occasioned  by  rising  navigable  water  are 
covered  under  this  policy. 

While  goods  are  on  wharf,  the  risks  of  fire  and  rising  navigable  water 
only  are  covered  by  this  policy. 

9.  It  is  understood  and  agreed  that  this  insurance  attaches  from  the  time  the 
goods  leave  factory,  store,  or  warehouse  at  initial  point  of  shipment  and 
covers  thereafter  continuously,  in  due  course  of  transportation,  until  same 
are  delivered  at  store  or  warehouse  at  destination,  but  only  from  and  to  the 
ports  and/or  places  as  declared  to  this  Company;  but  that  on  shipments  to 
River  Plate  Ports  the  risk  hereunder  shall  cease  upon  arrival  of  the  goods 
at  any  shed  (transit  or  otherwise),  store,  custom  house  or  warehouse  or 
upon  the  expiry  of  ten  days  subsequent  to  landing,  whichever  may  first 
occur,  and  that  on  shipments  to  Russia,  Siberia,  China,  India,  East  Indies, 
North  and  West  Coast  of  South  America  and  Mexico,  the  risk  hereunder 
shall  terminate  upon  discharge  of  the  goods  from  the  vessel. 

10.  Valued,  for  insurance  purposes  at 

11.  This  policy  shall  not  be  vitiated  by  any  unintentional  error  in  description  of 
voyage  or  interest,  or  by  deviation,  provided  the  same  be  communicated  to 
the  insurers  as  soon  as  known  to  the  assured,  and  an  additional  premium 
paid  if  required,  but  it  is  understood  and  agreed  that  this  clause  does  not, 
in  any  way,  cover  the  risk  of  war,  riot  or  civil  commotion,  or  prejudice  the 
printed  wording  of  the  policy  excluding  risks  of  this  nature. 

12.  Including  risk  of  lighterage  to  and  from  the  vessel,  each  craft  or  lighter  to 
be  considered  as  if  separately  insured. 

13.  The  presence  of  the  Negligence  Clause  and/  or  latent  Defect  Clause  io  the 
Bills  of  Lading,  and/or  Charter  Party,  not  to  prejudice  this  insurance. 
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14.  Seaworthiness  of  vessel  and/or  vessels  and/or  craft  is  hereby  admitted 
as  between  the  Underwriters  and  Assured. 

15.  The  risks  covered  by  this  policy  are  to  include  loss,  damage  or  expense 
resulting  from  explosion,  howsoever  or  wheresoever  occurring  but  it  is 
specially  understood  and  agreed  that  the  above  wording  is  not  intended 
to  cover  the  risks  of  war,  riot  or  civil  commotion  or  to  in  any  way  prejudice 
the  printed  wording  of  the  policy  excluding  risks  of  this  nature. 

16.  This  policy  also  covers  the  customs  duties  chargeable  upon  the  merchandise 
insured  hereunder  upon  arrival  and  entry;  and  in  case  of  particular  aver- 
age to  the  charge  of  the  Company,  the  same  percentage  of  damage  will  be 
made  good  upon  the  amount  of  duties  so  insured  as  on  the  amount  of  goods, 
for  which  insurance  a  premium  as  agreed  upon  is  to  be  charged.  It  is  also 
agreed  that  the  assured  shall,  when  the  insurer  so  selects,  surrender  the 
merchandise  to  the  customs  authorities  and  recover  duties  thereon  as 
provided  by  law.  In  which  event  the  claim  under  this  policy  shall  be  for 
a  total  loss  of  such  portion  at  insured  value  as  provided  therein,  and 
expenses  only. 

17.  In  case  of  damage  affecting  labels  only,  loss  to  be  limited  to  an  amount 
sufficient  to  pay  the  cost  of  new  labels  and  relabelling  the  goods. 

18.  Machinery  Clause: 

In  case  of  loss  or  injury  to  any  part  of  a  machine,  consisting,  when  com- 
plete for  sale  or  use,  of  several  parts,  the  insurers  shall  only  be  liable,  for 
the  insured  value  of  the  part  lost  or  damaged. 

Warranted  that  this  insurance  shall  not  inure  to  the  benefit  of  any 
carrier. 

19.  This  Company  not  to  be  liable  for  more  than  $ ,  per  any  one  vessel 

or  conveyance,  or  in  any  one  place  at  any  one  time,  unless  otherwise  agreed 
upon. 

20.  This  policy  to  be  deemed  continuous,  and  to  cover  all  shipments  as  herein 
provided,  until  cancelled  by  either  party  giving  the  other  thirty  days'  written 
notice  to  that  effect.  However,  such  notice  of  cancellation  shall  not  preju- 
dice any  risk  then  pending. 

It  is  expressly  understood  and  agreed,  anything  to  the  contrary  in  this 
Policy  notwithstanding,  that  on  shipments  to  ports  and/or  places  on  the 
Continent  of  Europe,  in  countries  at  war,  the  risk  hereunder  shall  cease 
upon  discharge  of  the  merchandise  from  the  vessel  at  seaport. 

The  effect  of  this  stipulation  to  terminate  is  ".o  any  country  upon  the  estab- 
lishment of  peace  therein. 

Warranted  not  to  cover  the  interest  of  any  partnership  corporation,  asso- 
ciation or  person,  insurance  for  whose  account  would  be  contrary  to  the 
Trading  with  the  Enemy  Acts,  or  other  statutes  or  prohibitions  of  the 
United  States. 
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LXIV 

MARINE  PROTECTION  AND  INDEMNITY  CLAUSE 

And  we  further  agree  that  if  the  assured  shall  become  liable  to  pay  and  shall 
pay  any  sum  or  sums  in  respect  of  any  responsibility,  claim,  demand,  damages 
and/or  expenses,  or  shall  incur  any  other  loss  arising  from  or  occasioned  by 
any  of  the  following  matters  or  things  during  the  currency  of  this  Policy  in 
request  to  the  ship  hereby  insured,  that  is  to  say:— > 

Loss  or  damage  in  respect  of  any  other  ship  or  boat  or  in  respect  of  any 
goods,  merchandise,  freight  or  other  things  or  interests  whatsoever,  on 
board  such  other  ship  or  boat,  caused  proximately  or  otherwise  by  the 
vessel  insured  in  so  far  as  the  same  is  not  covered  by  the  running  down 
clauses  hereto  attached. 

Loss  or  damage  to  any  goods,  merchandise,  freight  or  other  things  or 
interests  whatsoever,  other  than  as  aforesaid,  whether  on  board  said  steam- 
ship or  not,  which  may  arise  from  any  cause  whatever. 

Loss  of  life  or  personal  injury  and  from  payments  made  on  account  of 
life  or  other  salvage. 

Loss  or  damage  to  any  harbor,  dock,  graving  or  otherwise,  slipway,  way, 
gridiron,  pontoon,  pier,  quay,  jetty,  stage,  buoy,  telegraph  cable,  or  other 
fixed  or  movable  thing  whatsoever,  or  to  any  goods  or  property  in  or  on  the 
same,  howsoever  caused. 

Any  attempted  or  actual  raising,  removal  or  destruction  of  the  wreck  of 
the  said  steamship  or  the  cargo  thereof,  or  any  neglect  or  failure  to  raise, 
remove  or  destroy  the  same. 

Any  sum  or  sums  for  which  the  assured  may  become  liable  or  incur  from 
causes  not  hereinbefore  specified,  but  which  are  or  have  heretofore  been  ab- 
solutely or  conditionally  recoverable  from  or  undertaken  by  the  

Protective  Association,  Limited,  and/or 

Association. 

We  will  pay  the  assured  such  proportion  of  such  sum  or  sums  so  paid,  or 
which  may  be  required  to  indemnify  the  assured  for  such  loss  as  our  respective 
subscriptions  bear  to  the  Policy  value  of  the  ship  hereby  assured,  and  in  case 
the  liability  of  the  assured  has  been  contested  with  the  consent  in  writing  of  two- 
thirds  of  the  Underwriters  on  the  ship  hereby  insured  in  amount,  we  will  also 
pay  a  like  proportion  of  the  costs  which  the  assured  shall  thereby  incur  or  be 
compelled  to  pay. 

Notwithstanding  the  foregoing  this  Policy  is  warranted  free  from  any  claim 
arising  directly  or  indirectly  under  Workmen's  Compensation  Acts  of  any  State 
or  Nation. 


Attached  to  and  forming  a  part  of  Policy  No ,  of  the 

Insurance  Company,  of 

Agent 


458    INSURANCE  PRINCIPLES  AND  PRACTICES 

LXV 

WAR  RISK  CLAUSE 

It  is  agreed  that  this  insurance  includes  the  risk  of  capture,  seizure  or  destruc- 
tion or  damage  by  men  of  war,  by  letters  of  mart,  by  takings  at  sea,  arrests, 
restraints,  detainments  and  acts  of  kings,  princes  and  people,  authorized  by  and 
in  prosecution  of  hostilities  between  belligerent  nations;  but  excluding  claims 
for  delay,  deterioration  and/or  loss  of  market  and  warranted  not  to  abandon  in 
case  of  capture,  seizure  or  retention,  until  after  condemnation  of  the  property  in- 
sured, nor  until  ninety  days  after  notice  of  said  condemnation  is  given  to  these 
Assurers.  Also  warranted  not  to  abandon  in  case  of  blockade,  and  free  from 
any  claim  for  loss  or  expense  in  consequence  of  blockade  or  of  any  attempt  to 
evade  blockade ;  but  in  event  of  blockade,  to  be  at  liberty  to  proceed  to  an  open 
port,  and  there  end  the  voyage. 

Foregoing  clause  does  not  cover  any  war  risks  on  shore. 


LXVI 

ALIEN  ENEMY  WARRANTY 

Warranted  not  to  cover  the  interest  of  any  partnership,  corporation,  associa- 
tion or  person,  insurance  for  whose  account  would  be  contrary  to  the  trading 
with  the  enemy  acts  or  other  statutes  or  prohibitions  of  the  United  States  and/or 
British  Governments. 


LXVII 

EMBARGO  WARRANTY 

Warranted  free  from  claim  for  loss,  damage  or  expense  in  consequence  of 
any  prohibition,  restriction  or  embargo  of  or  by  the  Government  of  the  United 
States  of  America  or  of  any  violation  or  attempted  violation  thereof. 


LXVIII 


WARRANTY  AGAINST  CAPTURE 


Warranted  free  from  claim  arising  from  capture,  seizure,  arrest,  restraints, 
pre-emption  or  detainments  by  the  Government  of  the  United  States. 


LXIX 

EXPLOSION  CLAUSE 

The  risks  covered  by  this  policy  are  to  include  loss,  damage  or  expense  result- 
ing from  explosion  howsoever  and  wheresoever  occurring. 
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DEVIATION  CLAUSE 

This  policy  shall  not  be  vitiated  by  any  unintentional  error  in  description  of 
Yoyage  or  interest,  or  by  deviation  of  vessels  from  voyage  described,  provided 
the  same  be  communicated  to  assurers  as  soon  as  known  to  the  assured,  and  an 
additional  premium  paid  if  required. 


LXXI 

WARRANTY  OF  USE 

Warranted  to  be  used  solely  for  private  pleasure  purposes  and  not  to  be  hired 
or  chartered  unless  approved  and  permission  endorsed  hereon. 


LXXII 

AVERAGE  CLAUSE 

It  is  understood  and  agreed  that  no  average  is  to  be  deducted  in  case  of  total 
lots  payment  where  the  vessel  does  not  remain  in  specie,  or  where  there  is  such 
payment  with  the  transfer  of  all  salvage  as  provided  for  in  the  Policy. 


LXXIII 

EXTENSION  OF  COVERAGE 

Should  the  vessel  at  the  expiration  of  this  policy  be  at  sea  or  in  distress  or  at 
a  port  of  refuge  or  of  call,  the  interest  hereby  insured  shall,  provided  previous 
notice  be  given  to  the  Underwriters,  be  held  covered  at  a  pro-rata  monthly 
premium  to  her  port  of  destination. 


LXXIV 

F.  P.  A.  CLAUSE 

Warranted  free  from  particular  average,  injury,  death,  mortality,  loss  jetti- 
son, and/or  washing  overboard,  unless  caused  by  stranding,  sinking,  burning  or 
collision,  but  to  pay  landing,  forwarding  and  special  charges  if  incurred,  and 
general  average  as  per  Foreign  Statement  or  York-Antwerp  rules  if  so  made  up. 

Warranted  free  from  any  claims  for  prohibition  and/or  interdiction  of  trade 
and/or  enforcement  of  sanitary  regulations. 


LXXV 
EXTENDED  COVERAGE 

To  cover  from  the  time  of  leaving  consignor's  office  until  delivered  to  con- 
signee at  the  place  of  address. 
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LXXVl 

WARRANTY  OF  SAFETY 
Warranted  in  safety  on 


LXXVII 

WARRANTY  OF  NEUTRALITY 
Warranted  neutral  ship  and  neutral  property. 


LXXVIII 

WARRANTY  NOT  TO  ABANDON 

The  assured  warrants  not  to  abandon  in  case  of  capture,  seizure  or  detention, 
until  after  the  condemnation  of  the  property  insured ;  nor  until  ninety  days  after 
notice  of  said  condemnation  is  given  to  this  company. 


LXXIX 

REDUCTION  OF  POLICY 

Any  and  all  sums  paid  hereunder  shall  reduce  this  policy  by  the  amounts  so 
paid,  unless  restored  by  the  payment  of  new  premium,  and  then  this  policy  shall 
be  in  force  for  the  original  amount 


LXXX 

SAILING  WARRANTY 

New  York  Harbor — To  include  Upper  and  Lower  New  York  Bays,  inside  a 
line  drawn  from  Sandy  Hook  to  Norton's  Point,  North  River  as  far  as  Piermont, 
East  River  as  far  as  Throggs  Neck,  and  tributary  inland  waters,  and  the  adja- 
cent inland  waters  of  New  Jersey. 


LXXXI 

P.  P.  I.  CLAUSE 
"Poliqr  Proof  of  Interest." 


LXXXII 

INCEPTION  OF  RISK  CLAUSE 
Risk  to  commence  on  expiry  of  previous  policies. 
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LXXXIII 

F.  P.  A.  CLAUSE 

Free  of  all  particular  average  under  (5)   per  cent,  on  each  case  including 
breakage,  if  caused  by  the  vessel  being  stranded,  sunk,  burnt,  or  in  collision. 


LXXXIV 

LOADING  WARRANTY 
Warranted  not  to  load  or  carry  crude  petroleum,  naptha,  benzine  or  gasoline. 


LXXXV 

RETURN  OF  PREMIUM 

To  return for  each  30  consecutive  days  the  vessel  is  laid  up  and 

out  of  commission. 


LXXXVI 

GOODS  IN  ENEMY  TERRITORY 

//  is  hereby  mutually  understood  and  agreed  that  this  policy  ceases  to  apply 
on  goods  in  any  country  with  which  the  United  States  and/or  Great  Britain 
may  be  at  war,  or  to  goods  in  territory  in  occupation  of  any  hostile  power. 


LXXXVII 

LIGHTERAGE  CLAUSE 

To  cover  the  risk  of  lighterage  to  or  from  the  vessel— each  craft  or  lighter  to 
be  considered  as  if  separately  insured. 


LXXXVIII 

MACHINERY  CLAUSE 

In  case  of  loss  of  any  part  of  a  machine  consisting,  when  complete  for  sale  or 
use,  of  several  parts,  the  Insurers  shall  only  be  liable  for  the  insured  value  of 
part  lost 
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LXXXIX 

LATENT  DEFECT  CLAUSE 

This  insurance  policy  is  also  specially  to  cover  (subject  to  the  free  of  average 
warranty)  loss  of,  or  damage  to,  hull  or  machinery,  through  the  negligence  of 
master,  charterers,  mariners,  engineers,  or  pilots,  or  through  explosions,  burst- 
ing of  boilers,  breakage  of  shafts,  or  through  any  latent  defect  in  the  machinery 
or  hull,  provided  such  loss  or  damage  has  not  resulted  from  want  of  due  dili- 
gence by  the  owners  of  the  ship,  or  any  of  them,  or  by  the  managers,  masters, 
mateSi  engineers,  and  pilots  or  crew  not  to  be  considered  as  part  owners  within 
the  meaning  of  this  clause  should  they  hold  shares  in  the  steamer. 


XC 

CANCELLATION  CLAUSE 

This  policy  is  deemed  continuous,  but  either  party  may  cancel  it  by  giving 
fifteen  days'  written  notice  thereof  to  the  other,  but  said  cancellation  shall  be 
without  prejudice  to  any  risk  then  pending. 


XCI 

VALUATION  CLAUSE 

The  said  ship,  etc,  for  so  much  as  concerns  the  assured,  by  agreement  between 
the  assured  and  insurers  in  this  policy,  are  and  shall  be  valued  as  follows:  hull, 

tackle,  apparel  and  furniture  $ ,  machinery  and  boilers  $ 

Average  payable  on  each  valuation  separately,  or  on  the  whole. 


XCII 

LOADING  WARRANTY 

Warranted  not  to  be  loaded  in  excess  of  her  registered  tonnage  with  either 
lead,  marble,  stone,  coal  or  iron;  also  warranted  not  to  be  loaded  with  lime 
under  deck ;  and  if  loading  with  grain,  warranted  to  be  loaded  under  the  inspec- 
tion of  the  Surveyor  of  the  Board  of  Underwriters,  and  his  certificate  as  to  the 
proper  loading  and  seaworthiness  obtained. 


XCIII 

F.  P.  A.  A.  C.  CLAUSE 

Warranted  free  of  particular  average  unless  caused  by  stranding,  sinkings 
burning  or  collision. 

XCIV 

WARRANTY  AGAINST  CAPTURE 

Warranted  free  from  any  claim  arising  from  capture,  seizure,  arrests,  re- 
straints, pre-emption,  detainments  or  confiscation  by  the  British  Government  or 
their  allies  or  by  tho  Government  of  the  United  States  of  America. 
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xcv 

F.  P.  A.  E.  C.  CLAUSE 

Free  of  particular  average  unless  the  vessel  be  stranded,  sunk,  burnt  or  in 
collision. 


XCVI 

SAILING  WARRANTY 

Warranted  not  to  ply  on  the  Great  Lakes  between  December  2nd.  and  April 
15th. 

XCVII 

LEAKAGE  CLAUSE 

Not  liable  for  leakage  unless  the  vessel  be  stranded  or  in  collision,  or  it  be 
caused  by  forced  discharge  of  cafgo  at  a  port  of  distress,  or  the  same  be  caused 
by  explosion,  or  by  the  vessel  coming  in  contact  with  any  floating  or  stationary 
object;  provided  that  in  all  the  above  cases  the  leakage  shall  amount  to  over  one 
per  cent  of  the  entire  cargo  on  board.  A  deduction  to  be  made  from  all  settle^ 
ments  of  one-fourth  of  one  per  cent  allowance  for  ordinary  leakage. 


XCVIII 

F.  P.  A.  CLAUSE 
Subject  to per  cent.  Particular  Average. 


XCIX 

RIOT  AND  CIVIL  COMMOTION  CLAUSE 

In  consideration  of  an  additional  premium  of per  cent  (such  premium 

being  subject  to  revision  from  day  to  day),  it  is  agreed  that  this  policy  shall 
also  cover  destruction  of  the  property  insured  or  damage  done  to  it  by  strikers, 
locked-out  workmen,  or  persons  taking  part  in  labor  disturbances,  or  riots,  or 
civil  commotions,  but  warranted  free  of  claim  for  loss,  damage,  or  expense 
arising  from  deterioration,  loss  of  market  or  delay,  or  from  extra  handling  or 
storage. 


SUBROGATION  WARRANTY 

Warranted  by  the  assured  that  this  insurance  shall  not  enure  directly  or 
indirectly  to  the  benefit  of  the  carrier  or  other  bailee,  by  stipulation  in  bill  of 
lading  or  otherwise,  and  any  breach  of  this  warranty,  and  any  act  or  agreement 
by  the  assured,  prior  or  subsequent  hereto,  whereby  any  carrier  or  party  liable 
for  or  on  account  of  loss  of  or  damage  to  any  property  insured  hereunder,  is 
given  the  benefit  of  any  insurance  effected  thereon,  shall  render  this  policy  of 
insurance  null  and  void. 
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CI 
STATEMENT  OF  MARINE  INSURANCE  MUTUAL 


THE MUTUAL  INSURANCE  COMPANY 

INCOME 

Gross  premiums  $6,684,891  55 

Deduct  reinsurance  premiums $1,450,658  09 

return  premiums  306,278  92 

1,756,937  01 

Total  net  premiums  written $4,927,954  54 

Interest: 

Bonds  and  stocks $418,106  66 

Deposits 94,547  09 

From  other  sources 25,463  75 


Total    538,117  50 

Rents    361,876  35 

Miscellaneous  194  15 

Gain  on  exchange 740  13 

Income  tax  withheld  at  source 3,739  93 

Certificates  of  profits  acquired 4,310  00 

Sundry  fees 160  00 

Gross  profit  on  sale  or  maturity  of  ledger  assets, 
viz.: 

Bonds   $2,034  93 

Stocks   61,538  40 


63,573  33 


Total  Income  $5,900,665  93 

Ledger  Assets,  December  31  of  previous  year 19,361,364  77 


Total    $25,262,030  70 


DISBURSEMENTS 


Losses  less  discounts $4,105,973  64 

Deduct  salvage   $239,186  51 

reinsurance    1,947,733  08 

2,186,919  59 


Net  losses  paid $1,919,054  05 

Loss  adjustment  expense 7,369  2S 

Agents'  compensation   including  brokerage 240,278  47 

Agent's  allowances    2,750  00 

Salaries  and  fees 428,546  14 

Rent   52,542  51 

Furniture  and  fixtures 5,582  76 

Inspections  and  surveys 5,404  80 

Federal  taxes  151,562  39 
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CU-Continued 
Taxes,  licenses  and  fees: 

State,  county,  municipal $83,081  37 

Insurance  department  139  87 

All  other  except  real  estate 6  00 

83,227  24 

Postage,  telegraph,  telephone,  exchange,  express 5,S21  25 

Legal   expense    8,072  20 

Advertising  and  subscriptions,  $35,8S4.02;  printing  and  station- 
ery, $10,713.25 46,567  27 

Miscellaneous,  including  $23,961.18  discount  on  premiums; 
$4,532.28  expense  and  charges  of  foreign  bankers;  $11,644.92 
taxes  on  cotton  premiums;  $3,135.96  income  tax  witheld   at 

source;  $992.81  suspended  notes  charged  off 44,747  14 

Scrip  or  certificates  of  profit  redeemed  in  cash 3,270,000  00 

Interest  to  scripholders 343,000  00 

Real  estate  repairs  and  expense,  $121,981.24;  taxes,  $92,260.60..  214,241  84 

Total  Disbursements   $6,828,467  31 

Balance   $18,433,563  39 

LEDGER  ASSETS 

Book  value  of  real  estate $3,975,000  00 

Book  value  of  bonds,  $7,385,153 ;  stocks,  $2,424,213.15 9,809,366  15 

Cash  in  company's  office 197  36 

Deposits  in  trust  companies  and  banks  not  on  interest 150,000  00 

Deposits  in  trust  companies  and  banks  on  interest 2,822,612  25 

Bills  receivable  taken  for«marine  and  inland  risks 1,380,222  88 

Funds  with  foreign  bankers 286,904  00 

Certificates  of  profits  owned  by  company 4,320  00 

Statutory  deposit  with  state  of  Queensland,  Australia 4,765  00 

Suspended  notes   175  75 

Total $18,433,563  39 

NON-LEDGER   ASSETS 

Interest  due  and  accrued: 

Bonds    $76,497  72 

Other  assets   19,392  73 

Total    95,890  45 

Rents  due  and  accrued 23,106  40 

Market  value  of  real  estate  over  book  value 63,700  00 

Market  value  of  bonds  and  stocks  over  book  value 805,807  81 

Reinsurances  recoverable  on  paid  losses 62,734  31 

Gross  Assets  $19,484,802  36 

DEDUCT  ASSETS  NOT  ADMITTED 

Company's  certificates  of  profits $4,320  00 

Bills  receivable,  past  due,  taken  for  risks 175  75 

Total   4,495  75 


Total  Admitted  Assets $19,480,306  61 
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CI — Continued 

LIABILITIES 

Losses  and  claims  for  losses: 

Adjusted  and  unpaid $307,654  70. 

Unadjusted    4,229,374  30 

Resisted    20,000  00 

Total   $4,557,029  00 

Deduct    reinsurances    in   companies    authorized 
in  New   York 399,450  00 

Net  unpaid  losses  and  claims $4,157,579  00 

Unearned  premiums 914,521  45 

Principal  on  scrip  ordered  redeemed 266,581  48 

Interest  due  or  accrued 50,121  27 

Salaries  and  miscellaneous  accounts  due  or  accrued 12,283  18 

Estimated  amount  of  taxes  hereafter  payable 400,000  00 

Contingent  commissions  or  other  charges  due  or  accrued 127,012  92 

Reinsurance  and  return  premiums  due  other  companies 503,939  46 

Income  tax  withheld  at  source 3,739  93 

Surplus  on  redemption  of  withheld  certificates  of  profit 22,592  54 

Outstanding  certificates  of  profit  (scrip) 6,140,100  00 

Liabilities $12,598,471  23 

Surplus  to  policyholders 6,881,835  38 

Total    $19,480,306  61 


RISKS  AND  PREMIUMS 


Marine  Risks       Premiums 

In  force  December  31,  1917 $174,606,430    $1,069,550  96 

Written  or  renewed  in  1918 778,646,862      6,684,891  55 


Totals  $953,253,292    $7,754,442  51 

Deduct  expirations  and  cancellations 884,296,448      6,753,508  18 


In  force  December  31,  1918 $68,956,884    $1,000,934  33 

Deduct  amount  reinsured 16,913,189  86,142  88 


Net  amount  in  force $52,043,655         $914,521  45 
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CII 

AUTOMOBILE  (PRIVATE  TYPE)  P.  L.,  P.  D.  L.  &  COLL.  (FULL 

COVER)  POLICY 


{fiadnt^fler  calki  the  Corporation)  Joes  hereby  agree  with  the  Assured  named  in  the  Declarations  attached  hereto,  and  hereby 
made  a  part  hereof,  as  fothies : 

AfTMincat  I.    To  ptjr  anjr  low  bf  reaum  of  the  liability  itnpowd  by  Uw  apoo  the  Anufcd  Cor  damagn  on  aecomit  of  bodily  ii^oriet 
iadadmg  death  at  guy  time  reflulting  therelrem,  aceidenully  aiaiained  dui^qg  the  policy  period  by  any  pcnon  or  prnoaa.  other  than  eaapbycca 
CQfiged  in  operatinf  or  caitng  Car  the  automobilefl  coveted,  u  Uie  icsuh  of  Uie  owtieiiliip,  maiatoiaace  or  oae  of  any  of  the  automobilet 
and  described  in  Item  8  of  the  Dedaatioat. 


Af  rcooMtit  IL  To  pay  any  loaa  by  rcoaon  of  the  liability  impoaed  by  law  «poo  the  Aaaoied  bt  damagef  on  aeeeuni  of  injury  to,  or 
dcMiwtion  of  property  of  any  detcripttoo  (other  than  property  of  the  Atanred  or  property  of  othen  need  by.  or  in  charge  of  the  Aarared  or  a«y  of 
Ae  Aiaured'a  employees,  or  carried  in  or  upon  the  amomobiks  covered  herrlqr)  as  a  icwk  of  the  owneiahip,  maintenance  or  oe  of  any  of  the 
lowobilei  enumerated  and  described  in  Item  8  of  the  Declarations,  exchding,  bovcvcr,  lorn  of  use  of  piopertx  so  injoicd  or  destroyed. 

AgraemonI  111.  To  pay  the  Assured  for  actual  loss  by  reason  of  injury  to  or  destruction  of  any  of  ihe  automobiles  emmeiatod  and 
described  in  Item  8  of  the  OccUratioas,  inchiding  iu  fperating  equipment  while  attached  thereto,  if  caused  solely  by  accidenUl  eoilision,  during 
the  policy  period,  with  another  object,  either  moving  or  statioiury,  eiclndiqg,  however,  injury  or  deitniction  bjr  fire  from  any  cause  whatsoever, 
and  injury  to  or  destruction  of  tires  due  to  puncture,  cut,  gash,  blow-out,  or  other  ordinary  lire  trouble,  and  escludii^  in  any  event  injury  or 
destruction  of  tires  unless  caused  by  an  aocideoul  collision,  which  also  resulted  in  other  injury  or  destruction  of  the  insured  aatooaobiki. 

The  Forcing  Agreements  are  Subject  to  the  Following  Conditkms: 

CondHloa  A.  The  Assured,  whercrer  reCrrred  to  in  this  Policy,  shall  include  the  Askured  named  in  the  Dcchrations  and  any  person  Or 
persons  while  ridiog  in  or  operating  any  of  the  automobiles  enumerated  and  dcKribcd  m  Item  8  of  the  DrcUrationft  ibr  private  or  pleasure 
purposes  or  for  making  business  calls,  excluding  commercial  delivery,  with  the  permlision  of  the  said  named  Assured  or  with  the  permiasioo 
of  any  adult  member  of  said  named  Assured 's  household  who  is  not  a  chauffeur  or  a  domestic  servant. 

(1)  The  Corporation's  liability  under  this  Policy  is  Kmited  as  expressed  in  Item  9  of  the  Declantioas,  which  limits  shall  apply  to  each 
amonobile  covered  hereby. 

(2)  In  addition  to  the  limitt  expressed  in  Item  9  of  the  Declarations  the  Corporation  will  pay  all  expenses  resulting  from  clainw  upon 
the  Assured  on  account  of  lou  as  aforesaid,  and  all  costs  uxed  against  the  Assured,  together  wiih  interest  thereon,  in  anjr  legal  proceedings 
defended  by  the  Corpontion  according  to  the  agreemenu  and  cooditians  of  this  Policy,  and  all  interest  accruing  after  entry  of  Judgment  to  date 
of  satisCsctton  thereof  upon  such  part  of  said  judgment  as  is  not  in  excess  of  the  limiu  of  the  Corporation's  liabiUty  as  expressed  in  Item  9  of 
(he  Declarations,  but  jht  Assured  shall  not  volunurily  assume  any  liability  nor  shall  the  Assured  without  the  wruicn  consent  of  the  Corporation 
previously  given  ittcur  any  expense  or  settle  any  claim  except  at  his  own  cost  or  interfere  wiih  any  negotiation  for  settleineni  or  any  legal  proceed- 
tag,  metft  lAa<  tkt  Auwmi  m«jr  pnmiit  «l  tkt  Ctrp»rati»»'*  axptnu  at  the  timt  cf  tka  ateiient  anek  immediat*  aurfieal  rMtf  oa  it 
mftrattM,  Whenever  requested  by  the  Corpontion,  the  Assured  shall  aid  in  securing  information  and  evideiKe  and  the  attendance  of  witnesses 
and  in  effiectiag  settlements  and  in  ptoaecutiitg  appeals. 

C— ditlow  B.  This  Policy  docs  not  cover  as  regards  any  automobile  onder  any  of  the  following  conditiooa  s  (i)  While  being  operated  or 
•sod  by  uiy  person  contrary  to  law  as  to  age,  or  any  penoo  under  the  age  of  sixteen  (i6)  vears  where  no  sutuie  resuica  the  age  i  ( i)  while  beinf 
oactaied  oa  used  in  any  race  or  speed  tcK ,  (3)  while  any  of  the  automobiles  insured  under  this  Policy  are  being  used  for  towinf  or  pro* 
pcUiqg  any  trailer  or  any  other  vehicle  used  as  a  trailer ;  (4)  injuries  to  any  employee  of  the  Assured  while  engaged  in  or  operating  or  caring 
for  the  automobiles  covered  hereby ;  ( j)  while  being  operated  or  used  elsewhere  than  wiihin  the  limiu  of  the  United  Slates  of  AmeilGa  oe  the 
Dominioa  of  Canada ;  (6)  loaa  by  rensoD  of  the  habJity  under  any  Workmen's  Compensatioo  Law. 

CondlthM  C  Upon  the  occurrence  of  an  accident  covered  by  this  Poticy,  the  Assured  shall  give  immediate  written  notice  llKf«o( 
with  the  fullest  information  obtainable  at  the  time,  to  the  Corpotatfon's  Home  Oflke  at  '  or  to  the  Corporation's  authorised  aigeM. 

If  a  clans  is  made  on  account  of  soch  accident  the  Assured  shall  give  like  iMiice  thereof  with  full  particulars.    The  Assured  shaD  at  all  ubm 
Ksder  10  the  CotpoiatioD  all  oe-operation  and  aasiitaoce  in  hia  power. 

CoadKloa  D.  If  thereafter  any  suit,  even  if  groundless,  is  brought  agalnat  the  Assured  10  enforce  a  claim  for  damagA  on  aoconnt  of  aa 
accident  covered  by  this  Policy,  the  Assured  shall  immediately  forward  to  the  Corporation  every  summons  or  other  process  as  soon  as  the  saao 
AaO  ham  been  served  on  him.  and  the  Cbrporation  will,  at  itt  own  cost,  tad  snl^Ject  to  the  linittttoas  rclirrrcd  to  in  Cooditm  A  bcicol,  defrmt 
or  at  to  option,  settle  such  mit  in  the  name  and  00  behalf  of  the  Assured. 

Coadltlea  E.  (1)  Uw  insohreacy  or  bankruptcy  of  the  Aiaored  shall  ao(  relieve  the  Corporation  from  the  payment  of  damsfri  tot 
himUi  antained  or  km  occaafoned  luting  the  policy  period.    In  case  of  soch  inMlveocy  or  bankruptcy  an  action  may  be  maintained  bf 


te  daimatt  against  the  Cor^ration,  sabject  to  the  terms  of  this  Policy,  for  an  amount  not  exceeding  the  amount  of  this  Policy,    (a)  No  ssiin    ! 
,.         .._._... ..    -  ffihedeaikL' 


of  interest  under  this  PoUcy  shall  bind  the  Corporattoo  unless  the  consent  of  the  Corporation  shall  be  endorsed  thereon.    If  the  deatkb 
lasolveacy  or  bankraptcy  of  the  Amred  shall  occur  duriqg  the  pobcy  period,  this  Policy,  during  the  unexpired  ponton  of  such  period,  thaO 
^  kpl  repfeaeoiaihre  of  the  Assured. 


CMiditloa  F.  In  case  of  naymcot  of  lofs  or  cipcnse  under  thb  Policy  the  Corporatfon  shall  be  subrofated  to  all  r^u  of  iIm 
la  the  extent  of  such  paymcai,  «ad  the  Asnied  ab«D  eiecata  aU  papca  required  tad  shall  coApenie  with  the  Corpocaiioa  to  now 
Goiptxatioo  to  ti|^hifc 
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CII — Continued 


Cmi4IIIm  <L    U  the  Ainred  tut  odier  tamuof  yhwr  the  km  eorertd  bf  tUt  WUcf,  ihe  Aaond  iuO  dm  be  eatitM  lo 
IpSB  dw  Goqxmtioa  fera  bufer  propowico  of  Ibt  tMira  tati  Ihu  tke  piopoitioa  ilMt  the  aiBoait  of  thia  Fdtqr  bean  to  the  aoul 
Mlid  Md  collectible  laamoca  Matal  nch  leia. 


CendltkNi  n.  ta^M  evcot  of  Infoiy  M  or  tettvetloa  of  aar  of  the  A«uic&*i  anoawbaM  the  nataie  and  cxpcaae  of  the  tafwy  C 
«Udi  the  CoqwmtioA  b  Uable  or  the  vahw  of  the  aatombile  deetrajrad  nuf  be  deteriatoed  bf  the  paitka  hercM^  if  potnhte ;  a^ciwii*  by  ca 
Appcaiaen,  oae  to  be  cboeen  bjFthe  AwinMl  aad  one  by  the  Corporation.  Ihc  two  Appraiien  n  ehoMO,  if  tbcjr  are  not  aUe  to  afn«t  i^^7  ■*!•■ 
tlie  third  aiad  the  award  ia  writing  of  anjr  two  of  the  Af^raiten  ihaO  detcfoiiae  the  natare  aad  eapcme  of  the  lepain  to  be  made  at  the  con  i 
Ac  Corpontioa  or  the  valoc  of  the  antooMbile  daitiorad.  The  Corponuen  and  the  Aaured  nail  pajr  the  Appcaiwr  wepectiTriy  aelcwaed  I 
«ach  and  ehall  bear  eqwJij  the  odier  eipeaees  <|f  the  Appfainl  aad  of  the  third  AppraiKr  if  oae  b  lelected.  The  Corporuiea  aiajr 
any  npaln  detenaiaed  by  the  Apprahen  \ff  inch  ncam  aa  it  may  elect,  or,  m».  the  optioa  of  the  Corpoiaihm,  may  icplaee  the 
ia  BMMy  the  aaKwal  of  the  km  aa  ftacd  ^  the  Appntaen. 


I.    Ite  Gocpantloaihan  have  raaeaaabla  time  aad  opportunity  to  eiaadaa  any  ^daaMipd  aoMaoble  or  tall  . 
kcMby  beAve  repaln  are  nadaitakea  or  phnlfcU  cvfdeaM  of  the  damata  remofcd,  bat  the  AaMtrad  ahall  aoC  be  pr^jadieed  heraiiaicr  br  aay  a 
«■  hb  part  or  b  w  behalf  uadertakeo  ioir  m  proieeiioB  or  abate  of  ue  daoMfed  aotoawbila  or  itt  ( 


Conditloii  J.  Thb  Policy  may  be  «aceUed  at  any  time  at  the  nqaert  of  the  Aaiared.  or  bjr  the  CoqKaalhM,  «poa  i 
tfMoiherparty,  Matii^wbea  thereafter  cnoaUailoBihaObeconM  effective,  aad  the  date  of  eaaoallation  ihaB  ihea  be  the  cad  of  the  poBcy  petia 
If  each  cuocoation  b  at  the  Corpondooi  request,  the  eeiaed  preotinm  ihaU  be  compaled  aad  adjoetcd/rw  nia.  If  nch  caaealadoK  ii  aa  ^ 
Amored't  requen,  the  earned  prcmiam  ihaO  be  ooapotcd  aad  laflmitA  at  ihoR  rates.' ih  accordaaoe  with  the  ubie  pitaed  heiaoa.  Noiloe  of  ca 
ceBatioo  auiied  to  the  eddress  of  the  Aanied  at  glrca  berei»  shall  be  a  (aflkieBt>aoacc,  aad  the  Cotpomiaa's  cheek,  taJMy'aalM  i 
leader  of  aoy  aaearaed  prtmram 


iaMfar.  Caadltlon  K.    No  coaditioa  or  provWoo  of  drii  MlcyriuO  be  wahcd  or  altered,  caecpt  by  eadenemeat  attached  hcrc«(s%Bcd  by  ( 

Manafer  and  Anoney  of  the  Corporation  ibr  the  United  Smtet,  nor  shall  knowledge  pessesasd  by  am  Agent  or  by  any  other  person  be  held 
effect  a  wahrer  or  cliuge  ia  any  piut  of  thb  oontiacL  Change*  ia  the  written  poitiona  of  the  Dcebntions  made  a  part  hereof  (caoepi  Iiei 
T,  8  aad  9)  auy  be  madeby  the  Ageat  coaateiaigning  thb  Micy,  aach  changes  Uadiag  the  Corpontioa  whea  iaitialad  oy  each  Afnt. 


Coodltiaa  L.    tTn  iminii  Itiili  In  ilii 1  sii  flgiiii  nf  ilis  Turf  niaiinn  anlnii  larh  f  rrmw  h  ■airtiniiiiil  in  itHhtt  m  sarh  naaai  li|  i 

Maaager  aad  Anoracy  of  the  Cerperatioo  te  the  United  Siatea. 

CeadlUoa  M.    If  any  of  the  terms  or  eonditions  of  thb  FoUcy  coaftict  with  the  law  of  aay  State  whUa  which 
confiicttog  terms  aad  coaditioBa  shall  be  inoperstivc  ia  saeh  State  in  so  far  as  they  are  hi  conflict  with  inch  law.    Any  a) 
fai  fcroe  in  aay  Sute  withtai  which  covetage  b  gianted  shall  sapcrsede  aay  coaditioo  of  ihb  PoUey  iaconaisteat  therewbh- 


Cottdltloa  N.    The  Assured  by  the  aeceetaaoe  of  thb  PoMcydedares  the  sevnalStsnaMBtsia  the  Dedantioaa  to  betray  aad  tfiia  Ml 
b  bsoed  in  coosiderattoB  thercoC  aad  of  the  profvbioas  of  the  Pohcy  respectiag  iu  prsmtum,  aad  the  peyBMBCof  audi 


f n  VUtnCM  VlbCCCOt  the  Corpotailoo  baa  ceased  thb  Miey  to  be  eascated  by  to  aatbodnd  Maaafsr,  acitag  oadK  power  of  aliomtf,  bat  U 
be  la  taee  ubUI  cenaietatgaad  by  a  daly  astborised  Ceaeial  Agent  of  the  Coiporation. 


CO!^ 


ViMWC  m^Um% 


TUa  VM*  b  for  ika  allMbMirtaf  lteDwlM«liaMwiBtkal^icypw«Ua4«liielCwk«altecMitol« 
»»p«t«flU  Poller'- 
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AUTOMOBILE  CERTIFICATE  OF  INSURANCE 


Policy  No Entry  No 

Assured, 

Date  of  Entry, 19 Amt.  Insured,  $ 

Model  Year, Trade  Name, 

Type  of  Body  (If  Truck,  state  Tonnage)  Factory  No.  Motor  No, 


New  or  Second  Hand  Cost  Date  Acquired 

$ 

Will  be  stored  at 

No,               Street                   City                   State 
Contents  Rate, Rate  for  this  entry, 


THE INSURANCE  COMPANY 

This  is  to  Certify,  That  the  party  or  parties  whose  name  or  names  appear 
above,  as  the  Assured  under  this  Certificate,  is  insured  subject  to  the  stipulation 
and  conditions  of 


Open  Policy  No. 


to  an  amount  not  exceeding. Dollars 

on  the  Body,  Machinery  and  Equipment  of  the  Automobile  described  herein,  for 
not  exceeding  Three  Months  from  the  date  of  commencement  of  this  Certificate, 
or  until  this  Certificate  is  canceled  in  accordance  with  the  terms  of  the  Open 
Policy  under  which  it  issued. 

Any  loss  that  may  be  ascertained  and  proven  to  be  due  the  assured  under  this 


Certificate  shall  be  held  payable  to. 


as  interest  may  appear,  subject,  nevertheless,  to  all  the  terms  and  conditions  of 
this  Policy. 

This  Certificate  is  made  and  accepted  subject  to  the  stipulations  and  condi- 
tions of  the  Open  Policy  mentioned  herein,  which  is  hereby  made  a  part  of  this 
contract. 

In  Witness  Whereof,  this  Company  has  executed  and  attested  these  presents; 
but  this  Certificate  shall  not  be  valid  unless  countersigned  by  the  duly  authorized 
Agent  of  the  Company  at 

President 

.1......... 

Marine  Secretary 

Dated ,  19 

Agent 
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CIV 

AUTOMOBILB  BND0R8BMBNT 

COLLISION  ENDORSEMENT 
($100.00  Deductible) 

Agency » .•••....«  /pj. . . . 

In  coDBideration  of  an  additional  premium  of  $ but  subject  to  all 

conditions  of  this  Policy,  the  Per  Us  Insured  Against  hereunder  are  extended  to 
include  Accidental  Collision,  where  the  damage  from  such  collision  to  the  auto- 
mobile and/or  equipment  herein  described  is  in  excess  of  $1000.00,  each  accident 
being  deemed  a  separate  claim  and  said  sum  to  be  deducted  from  the  amount  of 
each  claim  when  determined;  excepting: 

(1)  Loss  or  damage  to  any  tire,  due  to  puncture,  cut,  gash,  blowout  or 
other  ordinary  tire  trouble;  and  excluding  in  any  event  loss  or  damage  to 
any  tire,  unless  caused  in  an  accidental  collision  which  also  causes  other 
loss  or  damage  to  the  insured  automobile; 

(2)  Loss  or  damage  ocurring  while  the  automobile  insured  is  engaged  in 
any  race  or  speed  contest  or  while,  being  operated  by  any  person  under  the 
age  limit  fixed  by  law  or  in  any  event  under  the  age  of  sixteen  years. 

In  the  event  of  loss  or  damage  to  said  automobile  whether  such  loss  or  dam- 
age is  covered  by  this  Policy  or  not,  the  liability  of  this  Company  under  this 
Policy  shall  be  reduced-  by  the  amount  of  such  loss  or  damage  until  repairs  have 
been  completed,  but  shall  then  attach  for  the  full  amount  as  originally  written, 
without  additional  premium. 

The  amount  recoverable  for  accidental  collision  under  this  endorsement  shall 
not  exceed  the  actual  cash  value  of  the  property  at  the  time  of  any  loss  or 
damage,  but  shall  not  be  limited  by  the  amount  of  insurance  named  in  the  Policy 
to  which  this  endorsement  is  attached. 

All  other  terms  and  conditions  of  this  Policy  remaining  unchanged. 

Attached  to  and  forming  part  of  Policy  No ,  of  the 

INSURANCE  COMPANY, 

Agent 
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AimOMOBILB  BNDOIflBMBNT 

PROPERTY  DAMAGE  ENDORSEMENT  «*»* 
(Including  Omnibus  Coverage) 

Agency 192 

In  consideration  of  an  additional  premium  of  $ but  subject  to  all 

the  conditions  of  this  Policy,  this  insurance  is  extended  to  cover  the  assured's 
legal  liability  to  other  persons  for  the  injury  to  or  destruction  of  the  property 
of  such  persons  (including  resultant  loss  of  use  of  such  property),  and  in  addi- 
tion thereto  the  legal  expenses  incurred  by  the  assured  with  the  consent  of  the 
Company  in  connection  with  such  injury  or  destruction,  resulting  solely  and  di- 
rectly from  the  ownership,  maintenance  or  use  of  the  automobile  herein  described, 
provided  such  injury  or  destruction  occurs  during  the  period  covered  by  the 
Policy;  subject,  however,  to  the  following  limitations  and  exclusions: 

(1)  The  property  of  the  assured,  or  in  charge  of  the  assured  or  of  any 
of  his  employees,  or  carried  in  or  upon  the  automobile  described  herein,  is 
excluded  from  this  coverage ; 

(2)  This  Company's  liability  for  injury  or  destruction  is  limited  to  the 
actual  value  of  the  property  destroyed  at  the  time  of  its  destruction  and/or 
the  actual  cost  of  the  suitable  repair  of  the  property  injured,  but  in  no  case 
shall  this  Company  be  liable  with  respect  to  claims  (including  claims  for 

loss  of  use)  arising  from  one  accident  for  more  than  $ ,  and  in 

addition  thereto  the  legal  expenses  incurred  by  the  assured  with  the  consent 
of  the  Company. 

(3)  The  insurance  under  this  endorsement  does  not  attach  or  cover  while 
the  automobile  insured  is  engaged  in  any  race  or  speed  contest,  or  while 
being  operated  by  any  person  under  the  age  limit  fixed  by  law  or  in  any 
event  under  the  age  of  sixteen  years. 

It  is  a  condition  of  this  endorsement  that  if  action  be  brought  against  the 
assured  to  enforce  a  claim  for  damage  covered  hereby,  he  shall  immediately 
notify  the  Company  and  promptly  forward  to  it  every  summons  or  other  paper 
or  process  served  on  or  received  by  him  in  connection  therewith. 

It  is  a  condition  of  this  endorsement  that  the  assured  whenever  requested  by 
the  Company,  shall  aid  in  effecting  settlement,  securing  information  and  evi- 
dence, and  the  attendance  of  witnesses;  but  the  assured  shall  not  voluntarily 
attume  any  liability  or  interfere  in  any  negotiation  for  sectlement  or  in  any 
legal  proceeding,  or  incur  any  expense  or  settle  any  claim  except  at  his  own 
cost,  without  the  written  consent  of  the  Company  previously  given. . 

The  indemnity  provided  by  this  endorsement  is  so  extended  as  to  be  available, 
in  the  same  manner  and  under  the  same  conditions  as  it  is  available  to  the 
named  assured,  to  any  person  or  persons  while  riding  in  or  lawfully  operating 
any  of  the  insured  automobiles,  and  to  any  person,  firm  or  corporation  legally 
responsible  for  the  operation  thereof,  provided  such  use  or  operation  is  with  the 
permission  of  the  named  assured,  or,  if  the  named  assured  is  an  individual,  with 
the  permission  of  an  adult  member  of  the  named  assured's  household  other  than 
the  chauffeur  or  a  domestic  servant 

The  unqualified  term  ''Assured"  wherever  used  in  this  endorsement  shall  in- 
clude in  each  instance  any  other  person,  firm  or  corporation  entitled  to  indemnity 
under  this  endorsement,  but  the  qualified 'term  "named  Assured"  shall  apply 
only  to  the  assured  named  in  the  Policy. 

If  any  person,  firm  or  corporation  other  than  the  named  assured  carries  valid 
and  collectible  insurance  covering  a  claim  also  covered  by  this  endorsement, 
such  other  person,  firm  or  corporation  shall  not  be  entitled  to  indemnity  under 
this  endorsement. 

All  other  terms  and  conditions  of  this  Policy  remaining  unchanged. 

Attached  to  and  forming  part  of  Policy  No ,  of  the 

INSURANCE  COMPANY, 

Agent 
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cvi 

FIRE,  THEFT  AND  TRANSPORTATION  AUTOMOBILE  POLICY 

(Approved  by  the  National  Convention  of  Insurance  Commissioners  at  their 
December,  1919,  meeting  in  New  York.) 


No. 


Form  No.  2 


^nmamitt  CO^nmtrmtg 


IN  CONSIDERATION  OF  THE  PREMIUll  HEREINAFroR  MENTIONED 
lots  ftunt  the  Ainiicd  named  bodiuaad  legal  repKSCDtttiveiifor  the  tmnho^ 
aiBOimt  of  insttiance  heidn  specified,  agaJBst  diicct  ta  or  d«ma^ 
and  Bqalnmont  of  the  Automobile  described  herein  wfaOe  within  the  limits  of  the  United  States  (exclusive  of  Alaska,  the 

HMMdiMi  Idiuk  mnA  Pi>rt»y  Pifim)  mpj  dpirfft^  ^iM^wamg  whUrn  in  JmiMiwy,  iw  rrmA,  an  Mfliwij  rar  arethfr  rwiv^nr*,  ferry 

or  Inlsadstesmer,  or  coastwise  Steamer  between  ports  within  said  limits.   The  following  are  r 


(A)  Fire,  arising  trtm  any  cause  whatsoever;  and  Lightning; 

(B)  While  being  transported  in  any  conveyance  by  land  or  water,  the  atrahdiog,  ainking,  coUlaiOBc 
burning  or  derailment  of  such  conveyance,  including  general  average  and  aalvage  charges  Ibr  which  the  Aasorod 
la  legally  UoUe. 

(C)  Theft,  robbery  or  pilferage,  excepting  by  any  pcraon  or  persona  in  the  Aaaured's  houaehold 
or  In  the  Aaaured's  service  or  emplovraerit,  whether  the  theft,  robbery  or  pilferage  occur  during  the  hours  of  such 
eervice  or  employment  or  not,  and  excepting  also  the  wrongful  conversion,  embexslement,  or  secretion  by  a 
mortgagor  or  vendee  in  possession  under  mortgage,  conditional  sale  or  lease  agreement,  and  excepting  in  any  case, 
other  than  in  case  of  the  theft  of  the  entire  Automobile  described  herein,  the  theft,  robbery  or  pilfiersge  of  tools 
•nd  repair  equipment 


Amount,  |„  - 

NtiiM  of  Assmcd.^ — 

Address  of  Amued ._ 


Rate. 


Xr^SffttlilRy  ^-. 


OITT 


coDMrr 


■CATS 

Tbe  term  of  this  PoEcy  begins  at  noon  on  the...... day  of-. ^  19_ 

and  ends  at  noon  on  the~ ~ ^day  of . ,  19 «  Standard  thne^ 

ABMKint  <rf  Iniuiinoe Dollars  ($ 


-) 


WARRANTIES 


L    Auored's  oeevpation  or  business  Sa. 


S.    Tbe  foUoviag  is  tbe  deteription  of  the  AatomobUe : 


VCM 


unnscE 


TWADC  NAMC 


TYPE  OF  MOV 
(irTwauimiTOH 


nCTOAVORKSUL 


MOTOI  NO. 


■0.0F 
CVUSBCBI 


imamta 


S.    The  faets  vith  mpeet  to  tbe  purchase  of  the  Automobile  dcaeribed  are  as  follows : 


puncHASKD  mr  thc  assurbo 


YKAR 


New  on  asCONO-HAMD 


acTUAi  eosT  to  Anuais 
laeiusma  eo«iMiuT 


mi  AiiimMSN.1  sneitsf  a  n  fully  fMS  roe  sr  rsi  < 

If  MOT  MKTSMio  SB  emtitmc  tueiMSUD.  iieifr  at  roiLswst 


4.    TbeuesstowhicbtbeAaloaMMlediBeribsdissBdvillbep«t,aie. 


i««k  •  M*  •«••»•«■#•••••••  •' 


g.    The  Avtomobile  deaeribed  is  usnslly  kept  is — 


»ilvM««r»«biie> 


cooirrr 


The  Aasursd'S  eeeupatioB  or  boaiaess  vbeee  tbe  subject  of  this  lasnisnee  Is  used  in  eeaaeetien  thetewltb,  tte 
^^^jflft*  by  As  description  ct  the  Automobile  insured,  tbe  lactaiwith  respect  to  tbe  parebaaeof  saaM,tbe  uses  to  whieh  it  is  and 


rill  bs  puti  and  tbe  place  where  it  is  osuall j  kept,  ss  set  forth  and  eootained  Jp  this  Policy,  are  staleaenta  eC 
teols  kaowa  to  and  wanaatad  by  tbe  Assured  to  be  true,  and  this  Feli^  is  issued  bj  the  Coopsny  reding  upon  the  truth  themet 


rMSSrtff 


This  Cenpaay  shall  not  be  lUblc  for: 

(a)    Loss  or  daaugs  to  robes,  wesriag  appsiel,  personal  effects,  or  extra  bedisai 


mry  nH,ew> 


(^    Loss  er  daamge  canssd  directly  or  indirectly  faj  invasion,  •insurrection,  lie^  drO  war  Or 
mtttaiy,  narsl  or  usurped  power,  or  by  order  of  say  otril  sathority. 

\konoofntf  shall  be  had  under  tbia  PoUey,  if  at  tbe  time  a  loss  oeeurs  there  be  say  other  Samtaaee  eowerlag 
^    sueh  loast  wbieh  would  attach  it  this  iasuiaaos  bad  not  besa  effected. 

TUs  PoUey  Shan  be  oaaeelid  U  any  tiBM  at.the  rc<|uest  of  tbe  AasnrsA,  ta  which  eass  tl«i  Compaq  ahaO.  npen 
dsBBaad  and  Buneader  of  this  Policy,  refund  the  excess  of  paid  prssaittsa  above  the  castoBBaiy  short  lala  piemiam 
Mtha  etpbed  Isrm.   This,  Polky  nay  bs  eaaeelcd  at  any  tia»e  by  the  Gonpsav  by  giving  to  the  Aasuied  n  five  (8)  day# 

■      !■■         ^^AlM^  mM  »mmmMmaLm,  with  tm  witlMHt  telldtt  <tf  the  1 1  HIM  of  tttid  I»Hb!  jm  AkOM  ftllAI 
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vUeb  ooiM  If  not  ludwed  sbaU  bt  ntmdni  oo  doaand.   Votiee  of  cuMtkUoa  •hdl  ttate  tiul  «id  iiMM  ptaalva 
(tfooltaadand)  vfllterafnadadoadvmftod    KotiM  of  oaaoolbtioa  mailed  to  tbo  addrnt  of  tbe  AMvitd  ttttod  la  tiM  FoBqr 

AdI  bo  •  MOCMDt  DOtiOO 


Thif  Compony  chaU  not  be  liable  bojond  tbe  aetoal  eaah  raltie  of  tbo  proportj  at  tho  timo  aaj  Iom  or  daaago 
iBte  BBd  -**J^  ooean,  and  tbe  loea  or  damage  sbaU  be  aoeertained  or  estimated  aooordingly,  with  pnper  dednetion  for  depteeiaF 
■BiJiiiffB!i  *^  bowerer  eaoaed,  (and  witboot  eompenaation  for  tbe  loea  of  oie  of  tbe  property),  and  shall  in  no  event  eioeed 
tJST  ^^^  '^  would  then  ooet  to  repair  or  rsplaoe  tbe  Aatomobile  or  neb  parts  thereof  as  may  be  damaged  with 

other  of  like  kind  and  quality;  Mcb  aaoertninment  or  eatimato  shall  be  aude  by  tho  Aasoied  and  thia  Company, 
or  if  they  differ,  then  by  appiaiaal  as  hereinafter  provided 

m^g^^^^j^  1*  *^1  be  optional  with  this  Company  to  take  all  or  any  part  of  the  property  at  the  Appraised  valua  where 
^^^^^^  appraisal  is  had  as  hereinafter. prorided,  bat  there  can  be  no  abandonment  thereof  to  thia  Company;  and 
whci*  theft  is  insured  against  the  Company  shall  have  the  right  to  return  a  stolen  Automobile  or  other  property  with  oompeautioa 
for  ^tyiical  damage^  at  any  time  before  actual  payment  hereunder. 

t-.,.,vuk  ^niis  Company  shall  not  be  liable  for  loea  or  damage  to  any  propeitylnsmredhsrennder  white  In  the  poossssioB 
ha!lsiilar^to?ia  ^  ^  ^^  '^  ^'^  ^"^'^  '^  oontraet»  stipulation  or  aasignment  whereby  the  benefit  of  this  insuranoe  is  sought 
■MM  Mr  mrt «  |o  f^  qj^j^  available  to  such  baileoi  Where  lose  or  damage  oeeura  for  whieh  a  bailee  may  be  liable  and  whieh 
would  otherwiae  be  oovcrsd  hereunder,  this  Company  will  advanee  to  the  Assured  by  way  of  loan  the  money 
Equivalent  of  sndi  loea  or  damage,  which  loan  ahall  in  no  eireumstancee  affect  the  qneetion  of  the  Company^  liability  hereundei 
and  shall  be  repaid  to  tho  extent  of  the  net  amount  oollected  by  or  for  aocoont  of  the^  Aasursd  from  the  bailee  af tar  dedantiBg 
coot  and  aspeDae  of  ooUeetion. 

The  word  "Noon"  herein  moans  noon  of  standard  time  at  the  plaee  tho  contract  waa  mad* 
This  entire  PoUoy  shall  be  void  if  the  Assured  hwi  ooooealed  or  misrepreeented  any  material  fact  Or  eireamstanen 
eonoeming  thie  insuranoe  or  the  subject  thereof;  or  in  ease  of  any  fraud,  attempted  fraud,  or  false  swearing  by 
tho  Assured  tooching  any  matter  relating  to  this  insuranoe  or  the  subject  thereof,  wJiether  before  or  after  a  loss. 

Thia  entire  Policy  ahall  be  Toid  unices  otherwise  provided  by  sgreement  in  writing  added  hereto; 

^^  (^    If  tbe  btereet  of  the  Aeeured  in  the  subject  of  this  insurance  be  other  than  unconditional  and  sola  ownoT' 

*U|MJ^  eUp;  orineaseoftransfsrortorminatiottoftheinterestof  the  Assured  other  than  by  death  of  the  Assured  or 

^^^^^  in  eaae  of  any  change  in  the  nature  of  the  inausable  interest  of  tho  Aasored  in  the  property  deseribed  horela 

eitfaar  by  oalo  or  otherwise;  or 

(b)    If  this  Policy  or  any  part  thereof  vhall  be  assigned  before  losa^ 

Unlees  otherwise  provided  by  agreement  in  writing  added  hereto^  this  Compaiiy  ahall  not  be  Uabb  for  lose  or 

damage  to  any  property  inaured  hereunder, 

(a)  While  eneumbered  by  my  lien  or  mortgago. 

(b)  While  the  Antomobfle  deeeribed  herebi  is  frequently  or  habitually  used  aa  a  publie  or  livtiy  eODveyanoo 
•I  iiMi  iiy  oaxxying  paasengers  for  compensation,  and  for  one  week  after  the  termination  of  said  nasi  or  whilebeint 

oontmet  or  leaaed,  or  operated  in  any  laoe  or  speed  eonteet. 


,   .  ^ ,         In  the  event  of  loea  or  damigaooeaaioned  by  a  peril  insured  against  herein  the  Assured  shall  protaet  the  property 

•^*|*y*  *'  fhwa  further  loea  or  damage  and  any  such  farther  leas  or  damage  oocurring  directly  or  indinetly  from  a  failnro 

^^^^  to  protect  ahall  not  be  recoverable  under  this  Policy.    Any  such  act  of  tho  Aaeured  or  thia  Company  or  ite 

to  ia  recovering,  aaving  and  preserving  the  property  deeeribed  herein,  shall  be  considered  aa  done  for  tho  benefit  of  all 
and  without  prejudice  to  tho  righte  of  either  party,  and  all  reasonable  expensee  thoa  faienrred  ahall  oonatitttto  a  elaim 
thia  Poli^;  provided  however  that  thia  Company  shall  not  be  responsible  for  tho  payment  of  a  reward  offersd  for  Um 
noo»my  of  tho  insnrsd  property  unless  anthoriaed  by  the  Company. 

^  _        .  _  _„    Intheeventof  loos  or  damage  the  Aeswed  shall  give  forthwith  notice  thereof  In  writing  to  this  Oompoayi  and 
■mco  Mi  piMl    ^iUiin  fixty  (60)  daya  after  snch  loss,  unleee  sneb  time  is  extended  in  writing  by  this  Company,  shall  render 
^^  a  statement  to  this  Company  aigned  and  sworn  to  by  the  Assured,  stating  the  plaoe^  time  and  oanae  of  the  loo* 

or  daasaga^  the  interest  of  the  Assured  and  of  all  others  in  the  property,  the  sound  value  thereof  and  the  amount  of  loea  or  daaugo 
thereon,  aU  anenmbrancss  thereon,  and  all  other  insuraaee  wheti>er  valid  or  not  covering  said  property;  and  tho  Aaeured,  u  oHm 
eo  required,  ehall  exhibit  to  any  person  designated  by  thia  (Company  all  that  remaina  of  the  property  insured  and  aubmit  to 
enamiaatJona  under  oath  by  any  pereon  named  by  thie  Comjwny,  and  subscribe  the  eame ;  and  ae  often  aa  required,  ahall  prodnoo 
for  oxaminatimi  all  hooka  of  aeeount,  billa,  invoicee,  and  other  Tonehera,  or  certified  oopiee  thereof  if  originals  ba  lost,  at  sueh 
fsaeonnblo  plaoa  aa  may  be  detignstert  by  this  Company  or  ite  representative^  and  shall  permit  extiacte  and  copiee  thereof  to  bo  mada. 

,_     .,_.  In  eaae  the  Assured  and  thIa  Company  ahall  faO  to  agree  aa  to  the  amount  of  looe  or  damage,.eadi  ahall,on  tho 

ApprnllH.  written  demand  of  either,  select  a  competent  and  diaintereeted  appraiser.    Tbe  appraisera  aball  flret  eeleet  n 

ekanpotent  and  disinterested  umpire;  and  failing  for  fifteen  (16)  days  to  agrse  upon  such  umpire  then,  on  requeet  of  tho  Aaaured 
or  thia  (Company,  sueh  umpire  shall  be  selacted  by  a  judge  of  a  oourt  of  record  in  the  County  and  State  in  which  the  property  inaured 
waa  located  at  time  of  loos.  Tho  ^praisers  shall  then  appraiao  tho  loos  and  damage  stating  aeparately  sound  value  and  lose  or 
dsnage  to  each  item;  and  taOinf  to  agree,  ahall  eubmit  their  differencee  only,  to  the  umpire.  An  award  ia  writing^  ao  ileadaed, 
of  any  two  whoa  filed  with  this  Company  ahall  determine  tho  amount  of  aound  value  and  loos  or  daaugoi  Each  appaaiaar  ahall 
bo  paid  by  tho  party  seleeting  him  and  the  expenaee  of  appnisal  and  umpire  «hall  be  paid  by  the  partiee  equally. 

npMn  fl  ■•■■■  1^  g^  leqniicmont,  ael»  or  proceeding  on  ite  ps«t  relating  to  the  eppraisal,  or  to  any  oramlnation  herein 
peqvidad  for{  and  fho  loos  ahall  in  no  event  beooase  payable  until  aixty  (60)  days  after  the  notice,  aaeertainmeot»  eetimato  and 
visified  proof  of  loea  herola  required  bavo  been  received  by  thia  Company,  and  if  appraisal  is  demanded,  then,  not  natfl  alzty  (60) 
day*  after  aa  award  baa  been  amdo  by  the  ^ipialsora 

Thia  Company  maj  require  from  tho  Aesnred  an  aasignment  of  all  right  of  looofny  against  any  pirty  for  kat 
«r  dntaga  to  tho  extent  that  payment  therefor  is  made  by  this  Compeny. 

Vp  anlt  or  aetlqn  on  tide  Poll<7  or  for  the  recovery  of  any  claim  hereunder  ahall  be  anstainable  la  any  court  of 

law  or  equity  unleee  Uio  Aesnred  ahall  have  fully  complied  with  all  the  foregoing  requirementa,  nor  unleee 

within  twelve  (13)  noafha  aoxtafter  tbe  happeninir  of  the  loea;  provided  that  where  au^  1 
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CVl^-^ontinued 


t/t  tbM  it  pMhihitod  bj  th«  Uwi  «C  tk«  Bteto  irlienia  tliif  Polioj  Is  iatiMd,  thta  And  {&  that  trnft  bo  Mit  or  ftetloA  oadtr  tblr 
PoUej  iIiaII  be  raBtaiBaU*  mlea  onmnmnfd  within  the  ahertect  limitetimi  pennitted  imder  the  Uwe  of  toch  State. 

IMt  nHOf  II  HIMi  Mfl  MN^IM  NDfiil  w  UN  ffWmHtltf  WUHmltlmf  OINMIIHUiN  ■M-WWIWUM  ifl  lOnll  lenni  Vr  MMraSa 

birMNli  and  npon  aoeeptaDoe  of  this  Policy  the  Assnradagxeaa  that  itatenaa  embody  all  agraemeBta  then  ezistazig  betweeaUonaelf 
and  the  Companj  or  anj  of  its  agents  reUtiiig  to  the  insunnoe  dsseribed  herein,  and  no  offioer,  agent  or  other  r^rsaentatiye  of 
this  Company  sludl  hnTe  power  to  waare  any  of  the  tttms  of  this  Poliey  vnlees  eooh  wairer  be  written  npon  or  attaohed  hereto; 
nor  ihaJl  any  jMiTtlege  or  permission  slleoong  the  iasuaaoe  under  this  Pol&qr  nist  or  be  olaimed  I7  tiie  Aseoied  nnlsae  ao 
written  or  ettaehed.  ^___^_^_^ 

Prorisiooc  aqnired  \if  lew  to  be  stated  in  thif  Poliey.F~This  Poliey  is  in  ft  stoek  ooritefttion. 

in  mtnfM  Wtnmt,  this  Conpeny  &ee.eseeated  and  atteeted  these  presents)  but  this  Polky  shall  not  be  Tilid  tnlan 

ooontersigned  hj  »  dxltf  awthnriTed  agent  of  the  Oompei^  at 


Mfynht  StCfmdff 


Thin. 


••^OM^  of- 


»1» 


T"*"»"***  •  •"••« 


z 


Id 

ee 
z 
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CVII 

AUTOMOBILE  ENDORSEMENT 

VALUED  POLICY  CLAUSE 

Agency ,  iq2. 


Valued  policy  and  In  consideration  of  the  increased  rate  at  which  this  Policy 
automatic  loss  re-  is  written  the  Automobile  described  herein  (body,  machinery 
imstatement  and  equipment),  is  valued  at  the  sum  insured. 

In  the  event  of  loss  or  damage  to  said  Automobile  whether 
such  loss  or  damage  is  covered  by  this  Policy  or  not,  the  liability  of  this  Com- 
pany under  this  Policy  shall  be  reduced  by  the  amount  of  such  loss  or  damage 
until  repairs  have  been  completed,  but  shall  then  attach  for  the  full  amount  as 
originally  written,  without  additional  premium. 

All  other  terms  and  conditions  of  this  Policy  remaining  unchanged. 

Attached  to  and  forming  part  of  Policy  No ,  of  the 

INSURANCE  COMPANY. 

Agent 


CVIII 

AUTOMOBILE   ENDORSEMENT 

LOCK  WARRANTY— PRIVATE  PLEASURE  TYPE  CARS 

Agency ,  IQ2, 


In  consideration  of  a  reduction  in  premium,  it  is  warranted  by  the  Assured 
that  the  Automobile  insured  under  this  Policy  will  be  continuously  equipped  with 

a  locking  device  known  as % . .  (approved  by  the  Underwriters' 

Laboratories,  Inc.,  and  bearing  their  label)  and  a  device  for  locking  spare  tires 

known  as (similarly  approved  and  labeled) . 

The  Insured  undertakes  during  the  currency  of  this  Policy  to  use  all  diligence 
and  care  in  maintaining  the  efficiency  of  said  locking  devices  and  in  locking  the 
Automobile  and  spare  tires  when  leaving  the  same  unattended. 

All  other  terms  and  conditions  of  this  Policy  remaining  unchanged. 

Attached  to  and  forming  part  of  Policy  No..  .1 ,  of  the 

INSURANCE  COMPANY, 

Agent 
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AUTOMOBILE  SCHEDULES  FOR  FIRE,  COLLISION  AND  THEFT 

HAZARDS 

SECTION  I 
Schedule  for  Classihcation  as  to  the  Fire  Hazard: 

This  schedule  assumes  a  practicable  device  with  the  minimum  of  protection. 
To  provide  ample  range  and  to  employ  an  enlarged  scale  a  rating  of  8,000  points 
is  assigned  to  such  a  car.  When  improvements  as  outlined  by  the  individual 
items  of  the  schedule  are  found  incorporated  in  individual  makes  of  cars  sub- 
mitted for  classification,  credits  of  indicated  amounts  are  assigned,  resulting  in 
a  final  rating  for  each  such  individual  make,  type  or  model  of  car,  in  each  case 
less  than  8,000  and  of  a  definite  amount  designed  to  measure  the  extent  of 
hazard  as  compared  to  the  assumed  car  of  minimum  protection  or  maximum 
hazard. 

The  features  considered  are  built-in  or  integral  to  the  car  itself.  The  fire 
exposure,  the  moral  and  other  hazards  are  not  capable  of  analysis  in  this 
manner. 

To  each  group  of  hazards  is  assigned  a  percentage  of  the  total  of  8,000  points 
resulting  in  a  group  total  available  for  further  proportioning  among  the  sec- 
tions, sub-sections  and  items  comprising  each  group. 

The  object  of  this  schedule  is  to  provide  a  measure  of  the  relative  degrees  of 
fire  hazard  presented  by  the  integral  features  of  individual  makes  or  models 
of  cars.  To  this  end  the  schedule  provides  approximately  75  individual  items 
for  consideration.  Manufacturers  employing  features  in  their  design,  assembly 
or  equipment  practice  not  recognized  in  schedule  to  have  definite  protective  value 
should  submit  them  for  consideration  and  test  when  recognition  will  be  given 
accordingly. 

The  word  "standard,"  as  employed  in  this  schedule  referring  to  devices  or 
methods  is  to  be  understood  as  signifying  that  the  Standards  of  the  Society  of 
Automotive  Engineers  apply.  The  word  "listed''  signifies  a  proprietary  device, 
material  or  method  which  has  been  examined  by  Underwriters'  Laboratories  and 
classified  as  suitable  for  the  specific  service  indicated. 

The  results  of  the  Underwriters'  Laboratories'  Application  of  the  schedule  to 
individual  makes  and  models  of  cars  will  be  reported  to  the  submittors  thereof 
and  to  insurance  organizations.  Before  the  release  of  such  reports  they  will 
be  reviewed  by  the  Automobile  Council  of  Underwriters'  Laboratories.  Sub- 
mittors who  desire  to  make  appeal  on  conclusions  reached  by  the  engineering 
staff  of  the  Laboratories  as  to  technical  matters  may  resort  to  the  Fire  Council 
or  if  preferred  to  committees,  if  any,  created  for  the  purpose  within  the  Society 
of  Automotive  Engineers.  In  either  case  the  findings  of  the  appeal  body  are 
t€>  be  accepted  both  by  the  submittor  and  the  Laboratories. 
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Gtou?  1  OF  THB  Fob  Hazakd  Schbdulb  (1,200  Poiim) 

Storage  of  Fael  (gasoleoe)  including  Sections,  Capacity  of  Tank;  Location  of 

Tank;  Construction  of  Tank,  and  Tank  Mounting 

Capacity  of  Tank  (I20  points) 

Points 
Item  No.  Description  of  Item  Credit 

1.  Capacity  more  than  30  gallons none 

2.  Capacity  oyer  25  gallons  and  not  over  30  gallons 15 

3.  Capacity  over  20  gallons  and  not  over  25  gallons 35 

4.  Capacity  over  10  gallons  and  not  over  20  gallons 70 

5.  Capacity  not  over  10  gallons none 

Total  credits  to  Tank  Capacity 120 

Location  of  Tank  (6oo  points) 

6.  Tank  located  in  cowl  and  filled  from  under  hood none 

7.  Tank  located  in  cowl  but  filled  without  opening  hood 30 

8.  Tank  located  under  front  or  rear  seat 120 

9.  Tank  located  at  rear  of  frame  and  not  enclosed  in  body 450 

(See  also  items  Nos'16  and  17) 

Total  credits  to  Tank  Location 600 


Construction  of  Tank  (240  points) 

10.  Tank  of  listed  construction  with  all  seams  and  fittings  of  substantial 

design  and  good  workmanship  including  all  provisions  of  items 

Nos.  1 1-14,  inclusive 240 

11.  Fill  opening  on  tank  of  size  to  accommodate  nozzle  of  service  station 

pump  (not  less  than  1.5  in  I.  D.) 60 

12.  Fill  opening  on  tank  located  to  permit  convenient  use  and  to  avoid 

spilling  during  the  operation 50 

13.  Free  venting  of  tank  during  filling  operation  provided  for  in  a  listed 

manner   60 

14.  Provision  made  for  draining  tank  when  desired  without  removal 

from  mounting 25 


Total  credits  to  Tank  Construction 240 

Mounting  of  Tank  (240  points) 

15.  Tank  securely  mounted  to  prevent  its  becoming  loose  or  injured 

from  vibration  and  road  shocks,  according  to  method  employed. .  0-145 

16.  At  rear  location,  and  standard  load  on  body,  no  part  of  tank  below 

road  clearance  of  rear  axle  housing  including  differential  hous- 
ing if  combined  with  rear  axle  housing 25 

17.  At  rear  location  tank  is  protected  from  injury  in  rear  end  collision       70 

Total  credits  to  Tank  Mounting 240 

Total  credits  to  Group  1  Fuel  Storage 1200 
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Group  2  of  the  Fikb  Hazard  Schedule  (1,200  Points) 
Fuel  Feed  System,  Gravity,  Pressure  or  Vacuum  Feed 

Points 
Item  No.  '  Description  of  Item  Credit 

18.  Gravity  Feed  System none 

19.  Pressure  Feed  System 120 

For  Vacuum  Feed  System  according  to  conditions  as  follows: 

(a)  When  vacuum  tank  has  capacity  of  1  quart  or  less: 

20.  Vacuum  tank  listed  construction 215 

21.  Vacuum  tank  placed  to  avoid  increase  of  hazard  when  fire  occurs. 

Usual  preferred  location  on  side  of  engine  block  opposite  car- 
buretor and  remote  from  any  sparking  device  and  from  exhaust 
piping.    According  to  degree 0-755 

(b)  When  vacuum  tank  has  capacity  of  more  than  1  quart: 

22.  Vacuum  tank  of  listed  construction 190 

23.  Vacuum  tank  location  as  detailed  in  item  No.  21.     According  to 

degree  0-570 

Total  points  for  vacuum  system 1080 

Total  points  for  Fuel  Feed  System 1200 


Group  3  of  the  Fire  Hazard  Schedule  (400  Points) 

The  Fuel  Line  and  Fittings:   Tank  to  Carburetor,  including  Sections,  Tubing 

and  Connectors;  Gauges;  Strainer  Fittings;  Shut-offs 

Tubing  and  Connectors  (200  points) 

24.  Tubing  of  annealed  metal  and  seamless 40 

25.  Tubing  of  *'non-corroding"  material  such  as  brass,  bronze  or  copper        10 

26.  When  items  24  and  25  apply  and  tubing  is  protected  in  a  listed 

manner  at  all  chafing  points 30 

27.  Feed  line  above  road  clearance  at  all  points 20 

28.  Feed  line  remote  from  or  protected  at  all  points  from  contact  with 

exhaust  piping  or  muffler 40 

29.  All  connector  fittings  are  standard  or  of  a  listed  pattern 60 

Total  points  to  Tubing  and  Connectors 200 


Gauges   (60  points) 

30.  A  gauge  or  indicator,  of  quantity  of  fuel  in  tank,  of  listed  pattern 

and  properly  installed 60 


Strainer  Fittings  (60  points) 

31.  Strainer  fittings  of  listed  pattern  installed  in  feed  line  between  tank 

and  carburetor 60 

(See  also  item  No.  38) 
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Skut'of  in  Feed  Line  (80  points) 

Points 
Hem  No.  Description  of  Item  Credit 

To  shut-off  supply  of  fuel  from  storage  tank  to  carburetor: 

32.  Shut-off  valve  provided  when  vacuum  feed  is  used 10 

33.  Shut-off  valve  provided  when  pressure  feed  is  used 15 

34.  Shut-off  valve  provided  when  gravity  feed  is  used 25 

35.  Shut-off  valve  of  listed  pattern 10 

36.  With  pressure  or  gravity  feed  shut-off  valve  located  between  car- 

buretor and  strained  fitting 10 

37.  With  either  feed  system  if  shut^off  valve  is  operable  from  driving 

compartment 20 

Total  points  of  credit  to  Shut-off 80 

Total  points  to  Group  3 400 

Group  4  of  the  Fire  Hazard  Schedule  (400  Points) 

Carburetion 

3S.  Carburetor  of  listed  make  or  pattern 200 

39.  Carburetor  located  remote  from  magneto  or  other  spark  or  flame 

emitting  device 60 

40.  Carburetor  provided  with  attachment  insuring  direct  draining  to 

ground  without  traps  or  similar  hazard  under  hood  of  carburetor 
overflow  or  flooding. 140 

Total  points  to  Group  4,  Carburetion 400 


Group  5  of  the  Fire  Hazard  Schedule  (3200  Points) 

Electrical  Equipment: 

IViring  (2400  points) 

Materials  (750  points) 

41.  High  tension  ignition  wires  provided  with  insulation  of  listed  qual- 

ity and  standard  thickness 75 

42.  All  low  tension  wiring  provided  with  insulation  of  listed  quality 

and  standard  thickness 400 

43.  All  low  tension  wiring  of  ample  copper  capacity  for  current  load 

(N.  £.  Code  Table,  Rule  18,  1918  Edition) 275 

750 

Installation 
Connections  (650  points) 

44.  All  splices  or  joints  in  wiring  made  and  finished  in  a  standard 

manner   325 

45.  All  terminal  connection  to  fittings,  etc.,  made  in  a  standard  manner 

or  with  listed  fittings 325 

650 


«* 


480    INSURANCE  PRINCIPLES  AND  PRACTICES 

ClXr— Continued 

Supports   (350  points) 

Points 
Item  No.  Description  of  Item  Credit 

46.  All  wires  suitably  supported   at  frequent  points  so   as  to   avoid 

drooping,  chafing^  excess  vibration,  etc 175 

47.  Supporting  clamps  and  similar  fittings  such  as  bushings  to  be  stand- 

ard or  of  listed  makes  and  properly  secured 175 

350 

Protection  (650  points) 

48.  Wires  protected  from  mechanical  injury  in  a  standard  manner  or 

with  approved  fittings    200 

49.  Wires  located  to  avoid  damage  to  insulation  from  heat 200 

50.  Wires  protected  from  exposure  to  or  contact  with  oil,  grease  or 

gasolene  or  other  fuel 250 

650 

Devices  (600  points) 

51.  Switches  for  lighting,  ignition,  horn  and  starting  circuits  and  other 

switches,  if  any,  of  patterns  listed  for  the  specific  service  and 
properly  installed   125 

52.  Standard  fuses  in  proper  bases  or  other  automatic  overload  pro- 

tective devices  listed  for  the  specific  service  installed  in  all  low 
tension  circuits  except  the  ignition  and  starting  motor  circuit...       125 

53.  Ammeter  or  other  current  flow  indicator  of  listed  type  installed  in 

all   low  tension  circuits 150 

54.  Ignition  system  listed  and  properly  installed 100 

55.  Starting  and  lighting  system  listed  and  properly  installed 100 

600 

Circuits  (200  points) 

56.  All  low  tension  circuits  except  ignition  circuit  of  the  2-wire  insulated 

return  type   50 

57.  Provision  made  for  extension  lamp  circuit  assisting  car  inspection        100 

58.  Ignition  system  not  of  multiple  spark  plug  type 50 

200 

Group  6  of  the  Fire  Hazard  Schedule  (600  Points) 

exhaust  system  hazards 

Position 

59.  Exhaust  pipe  and  muffler  above  road  clearance  at  all  points.    Stand- 

ard load  on  body,  clearance  at  either  front  axle  fly  wheel  housing 
or  rear  axle  or  differential  housing  according  to  low  point  in  ex- 
haust line   35 

60.  Exhaust  pipe  extends  past  rear  of  car  frame  and  body  including 

fuel  tank  30 

61.  Exhaust  pipe  has  at  least  1  inch  clearance  from  nearest  point  of 

fuel  tank,  measured  with  full  load  on  body 30 

62.  Exhaust  is  not  exposed  to  accumulations  of  grease  and  drippings  in 

mud  pan  or  elsewhere 270 
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Temperature  Rise  Tests 

Points 
lieim  No*  Description  of  Item  Credit 

nrht  temperature  rise  tests  specified  below  for  items  Nos.  63  and  64 
will  be  made  in  a  closed  room  at  70  deg.  Fahrenheit  with  car 
standing  still,  spark  regularly  advanced  and  motor  running  at 
speed  equivalent  to  30  miles  per  hour.  Readings  to  be  taken  after 
1  hour  run,  thermometer  to  be  wired  in  place  with  bulbs  held  to 
surface  of  material  by  1  ounce  of  glazier's  putty. 

63.  Temperature  rise  not  exceeding  ,60  deg.  Fahrenheit  nearest  point  of 

tank  or  other  part  of  Fuel  Storage  or  Feed  system  to  exhaust 
or  mu£9er.  (Not  including  pre-heaters  at  air  intake  manifold 
of  carburetor) 30 

64.  Temperature  rise  not  exceeding  80  deg.  Fahrenheit.     Woodwork 

or  other  unprotected  combustible  material  exposed  to  exhaust 
pipe   of   muffler 30 

Muffler  Cutout 

65.  No  muffler  cutout ., 30 

66.  Muffler  cutout  used  but  not  operable  from  driving  compartment. ...        10 

67.  Discharge  of  muffler  cutout,  if  used,  or  of  exhaust  directed  away 

from  body  or  any  combustible  material 25 

Exhaust  Heater 

68.  Exhaust  heater  not  furnished 120 

69.  Exhaust  heating  83r8tem  of  listed  make  and  properly  installed  avoid- 

ing temperature  rise  in  surrounding  material  as  specified  in  item 

No.  64 60 

Group  7  of  the  FnB  Hazard  Schbdule  (1000  Points) 

Mud  Pan  ($00  points) 

70.  No  mud  pan 500 

71.  Vertical  side  pans  only 300 

72.  Horizontal  side  plated  only 150 

73.  Sod  pan  not  extending  to  rear  beyond  fly  wheel  housing 75 

Gas  and  Oil  Lighting  (2S0  points) 

74.  No  gas  lights  used .* 125 

75.  No  oil  lights  used 125 

General  Workmanship  as  Indicated  by  Price  of  Product 

76.  Lis;  Price       $600.00 none 

77.  "  "  1,100.00 25 

78.  "  "  1,600.00 50 

79.  "  •*  2,100.00 75 

$0.  "  "  2,600.00 100 

81.  "  •*  3,100.00 125 

82.  "  "  3,600.00 150 

83.  *•  "  4,100.00 175 

84.  "  "  4,600.00 200 

85.  "  "  5,100.00 225 

$6.  "  ••  5,600.00  or  over 250 
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SECTION  II 

Schedule  for  Classification  as  to  the  Collision  Hazard: 

This  section  considers  only  those  matters  affecting  damage  to  the  automobile 
under  consideration  and  which  are  integral  in  its  assembly.  Questions  of  in- 
jury to  persons  or  of  damage  to  other  property  are  not  pertinent 

The  problem  of  protecting  an  automobile  from  damage  in  collision  with  other 
vehicles  or  with  fixed  objects  has  two  principal  phases,  the  first  of  which  is  posi- 
tive, tending  to  avoid  collisions.  The  second  phase  considers  minimization  of 
damage  when  collisions  occur.  This  schedule  treats  of  these  phases  separately 
and  in  addition  takes  account  of  items  classed  under  a  heading  Miscellaneous. 
As  in  the  Fire  Hazard  schedule  a  practicable  car  with  minimum  protection  is 
assumed  as  the  basis  for  classification,  a  total  of  5,000  points  is  distributed 
among  various  items  recognized.  Ample  range  in  classification  is  thereby 
secured  and  the  relative  importance  of  various  details  of  design,  assembly  or 
equipment  is  more  readily  indicated. 

The  general  procedure  in  applying  the  schedirle  is  described  for  the  Fire 
Hazard  Schedule. 

Group  1  of  the  Collision  Hazard  Schedule  (3000*  Points) 

Prevention  of  Collision  Damage 

The  items  under  this  phase  of  the  analysis  of  the  Collision  Hazard  may  be 
divided  into  four  sections  acording  to  the  following  headings: 

Braking  System ;  Steering  System ;  Visibility,  Lighting  and  Warning 

Equipment;  Road  Clearance 

Braking  System  (1500  points) 

Points 
Item  No,  Description  of  Item  Credit 

1.  Brake  lining  material  of  listed  type 375 

Area  of  Braking  Surface 

(a)  Service  brake: 

2.  Area  standard 180 

3.  Area  90  to  100%  of  standard 145 

4.  Area  75  to  90%  of  standard 90 

5.  Area  50  to  75%  of  standard 45 

6.  Area  less  than  50%  of  standard none 

(b)  Emergency  brake 

7.  Area  standard 120 

8.  Area  90  to  100%  of  standard 95 

9.  Area  75  to  90%  of  standard 60 

10.  Area  50  to  75%  of  standard 30 

11.  Area  less  than  50%  of  standard none 

Lugs  on  Pedals  or  Equivalent  Protection  Against  Foot  Slip  Combination  "A" 

12.  Clutch  pedal  protected 90 

13.  Service  brake  pedal  protected 135 
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CombinaUon  "B" 

Points 
Item  No.  Description  of  Item  Credit 

14.  Combined  clutch  and  service  brake  pedal  protection 135 

15.  Emergenqr  brake  pedal  protection 90 


Brake  Linkage  Leverage 

(a)  Service  brake  leverage 

16.  Leverage  standard 180 

17.  Leverage  90-100%  of  standard 145 

18.  Leverage  75-90%  of  standard 90 

19.  Leverage  50-75%  of  standard 45 

20.  Leverage  less  than  50%  of  standard none 

(b)  Emergency  brake  leverage 

21.  Leverage  standard 120 

22.  Leverage  90-100%  of  standard 95 

23.  Leverage  75-90%  of  standard 60 

24.  Leverage  50-75%  of  standard 30 

25.  Leverage  less  than  50%  of  standard none 


Emergency  Hand  Brake  Location 

26.  Grip  of  emergency  hand  brake  not  forward  of  lower  edge  of  dash 

when  brake  is  in  released  position 40 

27.  Grip  of  emergency  hand  brake  when  in  released  position  not  more 

than inches  from  low  point  of  steering  wheel  rim 80 

28.  Access  to  hand  brake  not  interfered  with  by  gear  shift  lever  or  other 

obstruction 30 

29.  For '  adequate    means    of    preventing    lubrication    reaching    brake 

linings    75 

30.  For  two  independent  braking  systems 75 


The  Steering  System  (goo  points) 

31.  Steering  gear  of  listed  pattern 135 

32.  Steering  gear  provided  for  at  least  V/t  revolutions  of  steering  wheel 

between  left  and  right-hand  stop  position  of  the  front  wheels. ...         90 

33.  No  part  of  steering  gear  mechanism  lower  than  road  clearance  of 

front  axle  90 

34.  Castellated  nut  and  cotter  pin  or  other  method  of  positive  fasten- 
ing used  in  securing  all  essential  bolts,  sods,  etc.,  in  steering 

mechanism 135 

35.  Left-hand  drive   225 

36.  Standard  practice  of  front  wheel  steering 225 
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Fuibility,  Lighting  and  framing  Equipment  (^oo  points) 

Fiiibiliiy,  as  employed  in  this  schedule,  has  to  do  with  the  ability  of  the 
driver  of  the  car.  being  classified  to  see  the  road  and  objects  therein  by 
day  or  night 

Points 
Item  No,  Description  of  Item  Credit 

37.  Headlight  lenses  of  listed  pattern  and  headlights  suitably  arranged 

with  regard  thereto 75 

38.  Equipment  included  windshield  cleaner  of  listed  pattern 15 

Lighting,  as  employed  in  this  schedule,  has  to  do  with  the  signalling  to 

drivers  of  other  vehicles  of  the  presence  on  the  road  of  the  car  being 
classified. 

39.  Rear  light  and  lens  equipment  of  listed  pattern 90 

40.  Light  in  driving  compartment  in  series  with  tail  light 15 

41.  Side  or  front  lights  below  level  of  top  of  rim  of  steering  wheel ....        45 
Warning,  signifies  means  of  signaling  to  following  traffic  intentions 

of  driver  with  regard  to  stopping  or  turning. 

42.  Equipment  included  warning  signal  of  listed  make  properly  in- 

stalled          60 

« 

Road  Clearance  (soo  points) 

Road  clearance  to  be  measured  from  a  plane  surface  to  th  ?  center  point 
front  axle  drop  oil  case,  fly  wheel  housing  or  differential  housing  on  rear 
axle.  Brake  drums  on  rear  wheels  and  steering  knuckle  connections  if 
not  outside  of  brake  drum  line  not  to  be  regarded. 

43.  Clearance  not  less  than  standard  (9  inches) SOO 

44.  Clearance  not  more  than  S^  inches 225 

45.  Clearance  not  more  than  8  inches 150 

46.  Clearance  not  more  than.  7^  inches 30 

47.  Clearance  7  inches  or  less none 

Group  2  of  the  Collision  Hazard  Schedule  (1000  Points) 

Minimization  of  Damage: 
Fenders 

48.  Fender  crowns  of  one  piece 40 

49.  Front  fenders  not  projecting  beyond  tire  of  other  part  which  might 

protect  them  (not  including  bumpers  if  used) 100 

50.  Fenders  without  moulded   bowls  for   headlights  or  other  special 

shapes 60 

Radiator  Protection 

51.  Listed  radiator  guard  used  or  special  location  of  radiator  or  in  its 

absence 200 

Frame  Cross  Braces 

52.  Substantial  front  cross  frame  brace  built  in  within  6  inches  of 

spring  shadcle  225 

53.  Substantial  rear  cross  frame  brace  or  equivalent  device  located  to 

protect  tank  or  body  or  other  light  parts 75 

Bumper  Equipment 

54.  Equipment  included  front  bumper  of  listed  make 225 

55.  Equipment  included  rear  bumper  of  listed  make 75 
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Group  3  of  the  Collision  Hazard  Schedule  (1000  Points) 

^  Miscellaneous  or  General  Items 

Points 
Item  No.  Description  of  Item  Credit 

56.  Equipment  included  listed  self-starting  system 750 

Workmanship  and  Stability  as  Indicated  by  Price  of  Product 

57.  List  Price       $600.00 none 

58.  "  "  1,100.00 25 

59.  "  "  1,600.00 50 

60.  "  "  2,100.00 75 

61.  "  "  2,600.00 100 

62.  "  "  3,100.00 125 

63.  "  "  3,600.00 150 

64.  "  "  4,100.00 175 

65.  "  "  4,600.00 200 

ee.    "      "       5,100.00 225 

67.     **        "         5,600.00  or  over 250 


SECTION  III 

Schedule  for  Classification  as  to  the  Theft  Hazard: 

Experience  to  date  indicates  that  the  chief  factor  influencing  the  theft  of  auto- 
mobiles is  the  readiness  with  which  they  may  be  disposed  of  and  put  to  subse- 
quent use  without  recognition  as  stolen  property.  In  other  words,  the  greater 
the  number  of  cars  in  service  of  a  given  model  and  design  the  more  attrac- 
tive an  individual  car  of  that  model  becomes  to  persons  contemplating  theft. 
To  some  extent  the  number  of  thefts  of  automobiles  is  regulated  by  the  density 
of  population.  These  and  other  considerations  prevent  detailed  analysis  of 
individual  makes  or  models  of  cars  as  to  physical  features  of  design  and  assem- 
bly for  the  purpose  of  classification  as  to  the  theft  hazard. 

Makers  of  automobiles  may  assist  in  some  measure  In  retarding  theft  and 
may  assist  in  the  reduction  of  insurance  losses  from  theft  by  providing  for  more 
ready  and  positive  identification  of  individual  units  of  production.  To  encour- 
age their  cooperation  in  these  directions,  automobiles  submitted  to  Underwriters' 
Laboratories  for  classification  as  to  the  Fire  and  Collision  hazards  under  the 
foregoing  schedules  will  be  classified  as  to  features  bearing  on  the  Theft 
Hazard,  as  follows: 

Theft  Retardants 
Built-in  or  Integral  Equipment  of  Listed  Locking  Device 

1.  Transmission  type.  Class  A 20% 

2.  Steering  wheel  type.  Class  B 17.5% 

3.  Combined  gasolene  and  ignition  type,  Class  C 15% 

4.  Ignition  only  type.  Class  D 12.5% 

5.  For  stock  equipment  consisting  of  listed  spare  tire  lock  either  inte- 

gral or  accessory  in  addition  to  either  1  or  4  above 5% 

Identification 

6.  For  standard  marking  of  frame » 7.5% 

7.  For  standard  marking  of  engine  block 7.5% 

8.  If  both  items  Nos.  6  and  7  apply 5% 

Deductions  according  to  the  foregoing  to  be  successive  in  the  order  of  above 

listing  as  they  apply.    Credits  for  one  item  only  Nos.  1  to  4,  inclusive. 
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SAMPLE  PAGE  OF  AUTOMOBILE  UABILITY  AND  PROPERTY 

DAMAGE  RATES 

'public  liability  and  PBOPERT7  DAMAGE 

EXCESS  LIMITS 

LiabUity  Limits 

All  rates  3liown  in  this  Rate  Manual  for  Liability  insuraiice 
are  basic  rates,  and  are  for  limits  of  $5,000  for  one  person  ancl 
$^0,000  for  one  accident.  For  higher  limits  on  any  type  of  auto- 
mobile (except  public  automobiles  with  passenger  hazard  in- 
cluded, for  which  see  below)  charge  the  following  additional  per- 
centages: 

LOWER  LIMITS 

5  7.5    10    15  20    25    30  40   50   100 
UPPER 
LIMITS 

10  100%  107%  110% 

15  106  114  117  121% 

20  109  117  120  124  137% 

25  111  119  122  126  129  130% 

30  112  120  124  128  130  132  133% 

35  114  122  125  130  132  133  134 

40  115  123  126  131  133  134  135  137% 

45  116  124  127  132  134  135  136  138 

50  116  125  128  133  135  136  137  139   140% 

60  118  126  .129  134  136  138  139  140   141 

70  119  127  131  135  138  139  140  142   142 

80  120  128  132  136  139  140  141  143   143 

90  120  129  132  137  139  141  142  144   144 

100  121  129  133  138  140  142  143  144   145   148% 

125  122  131  134  139  142  143  144  146   146   149 

150  123  132  135  140  143  144  145  147   148   150 

175  124  132  136  141  143  145  146  148   148   151 

200  124  133  136  141  144  145  146  148   149   151 

225  124  133  137  142  144  145  147  148   149   151 

250  124  133  137  142  144  145  147  148   149   151 

300  125  133  137  142  144  146  147  148   149   152 

No  reduction  shall  be  allowed  for  limits  lower  than  5/10. 

Liability  Limits  for  Public  Automobiles 
with  Passenger  H»s»rd  included 

The  percentage  charges  in  excess  of  100%  shown  in  the  above 
table  shall  be  doubfed  for  liability  coverage  on  Public  Automo- 
biles with  passenger  hazard  included.  For  example,  the  10/20 
limit  charge  shall  be  40%  additional  premium  instead  of  20% 
additional  premium. 

Property  Damage  Limits 

All  rates  shown  in  this  Rate  Manual  for  Property  Damage 
msurance  include  "Loss  of  use"  (no  reduction  is  permissible  for 
the  exclusion  thereof)  and  are  basic  rates  for  a  limit  of  1 1,000. 
For  higher  limits  charge  additional  percentages  as  shown  below: 

$1,000. 100%  $4,000... 125% 

1,500. 110%  5,000 130% 

2,000. 1 1 5  %  7,500. 1 33% 

3,000 . 120%  10,000 135% 

No  reduction  shall  be  allowed  for  a  limit  lower  than  $1,00Q. 
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CXII 
SAMPLE  AUTOMOBILE  CLASSIFICATION  SHEET 

TMtt        Model        H^.           TTpeofBodj  Frloe  F  T  0  FIi 

fiBBONIHO  Motor  Go.,  EM9  OUi. 

1918  4-A-40  (4)  87     Toaring  895  B  T  D  W 
eA-46(6)  45       6-P8.  Tonr.  1^96  B  T  F  X 

Road.  1,560  B  T  F  X 

Chummy  Rd.  1,560  B  T  F  X 

7-P8.  Tour.  1,600  B  T  F  X 

1919  6  A-45(6)  45       Rd.,  5-P8.  Tour.  1,550  B  T  F  X 

4-P8.  Cbummy  Rd.  1,550  B  T  F  X 

7-P8.  Tour.  1,595  B  T  F  X 

1920  6-A-45  (6)  50     5-P8.  Speedster  1,995  B  T  F  X 
6-G-45  (6)  50     Roadster  1,995  B  T  F  X 

^GHENT  Motor  Co.,  CUeago,  II. 

1917  438(4)  38  5-Pa88.Toar  990  B  T  BW 
^GHEKT  Motor  Co.,  Ottawa,  UL 

1918  660  (6)      55       Road.,  Tour.  1,875  B  T  G  X 

Sedan  2,500  B  P  J  X 
*G«  J.  G.  Motor  Car  Co.,  Tfhlte  Plates,  N.  T. 

1912-15  An  models  ....  B  O  t  t 
^GLEISON— Baoer  Macldne  Works,  Kansas  City,  Ma. 

1918  AH  models  . . . .  B  T  t  t 
^GLEISON-Kaiisas  City  Tehlde  Co.,  Kaasas  City,  Mo. 

1912  All  models  ....  BT  t  t 
^GLIBB— Bartholomew  Co.,  Tbe^  Peoria,  n. 

1918-15  AJl  models  ....  B  T  t  t 

1916  640  (6)      40       Touring  1,095  B  T  F  X 

Touring  1A25  B  T  G  X 

1917  640  (6  cy)40       5-Ps.  Tr.,  4-P8.  Rd.  1,295  B  T  G  X 

Sedan  1,495  B  P  G  X 

1918  6-40  (6)    40       5-Ps.  Tr.,  4-P8.  Rd.  1,655  B  T  G  X 

Sedan  1,795  B  P  G  X 
GBAlf T  Motor  Car  Co.,  CtoTehnd,  Ohio. 

1913  An  models  ....  BT  f  t 
GRAHT  Motor  Car  Corp.,  Ftadhy,  OMo. 

1918-16  An  models  ....  B  T  t  t 
GRAKT  Motor  Car  Corp.,  Clerehnd,  Ohio. 

1917  K  (6)         34-86  3-Ps.  Rd.,  5-Pb.  Tr.  875  B  T  D  X 

5-P8.  Tr.  Sedan  1,060  B  Q  B  X 

8-Ps.  Cabriolet  lAOO  B  T  F  X 

Sedan  Roadster  1,010  B  T  B  X 

1918  G  (6)         84-36  3-Ps.  Rd.,  5-P8.  Tr.  1,245  B  T  D  X 

Detachable  Sedan  1,500  B  T  B  X 

An-Weather  Cpe.  1,725  B  Q  F  X 

An-Weather  Sdn.  1,745  B  Q  F  X 

1919  G  (6)         84-86  3-P8.  Rd.,  5-P8.  Tr.  1420  B  T  D  X 

Detachable  Sedan  1,400  B  T  B  X 

An-Weather  Coupe  1,625  B  Q  F  X 

An  weather  Sedan  1,645  B  Q  F  X 

1920  G  (6)         35-40  3-Ps.  Rd.,  5-P8.  Tr.  1JS9B  B  T  B  X 

Coiipe,  Sedan  2,450  B  Q  H  X 


No. 
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CXIII 

CREDIT  INSURANCE  POLICY 

THE  INSURANCE  CO. 

(H«r«lnaft«r  call«4  th*  Company) . 


dft  Cofl^ld^tolloiV  ortfaerepreMntationsandwarrantietaMdeiiithcapplicatifanforthitP^^ 
Rofiqr  of  Cndh  Inunnoe  iMtted  to  tlM  Innired  by  this  Company,  which  are  hereby  a^ 
qpoo  p^rment  of ~ _Dollan  prenuum, 

du^CewdiUMOntee^  under  the  oooditiont  and  tabject  to  the  ftipnlatioae  eet  forth  on  the  within  pafee. 

owiCBd  in  the  borioen  of ,  afaimt  1o«  due  to 

hwoirtpcy  of  dtbtort,  at  hereinafter  defined,  whldiihaBoccofwitliiu  a  tennbetinnint  the  fljy 

flf 19 and  endhiff  the day  of 19 

■ndrewte  from  the  Inwred't  bona  fideialeiof  merchandiieihipped  and  delivered  daringeaid  term  fatJieawialooowpof 
to  indhridoab,  firms,  co-partnerriiipe  or  oorporatioot,  fai  the  United  States  of  America  or  any  Territoiy  ttMreofj 


nd  in  the  Domfaiion  of  Canada;  and  which  is  covered,  proven  and  allowed,  at  to  herefaiaftcr  etipalated.    From 
the  agiiffMie  net  loes,  aarfftained  in  adjustment  as  hereinafter  provided,  there  shall  be  deducted  first,  ten  per  cent. 


(10%)  thereof  as  co-insurance,  and  from  the  remainder  an  agreed  Normal  Loss  of ^per  cent , 

ts  be  bone  by  the  Insured,  upon  the  total  groes  sales  made  during  said  term;  bat  such  Normal  Loss  so  to  be  deducted] 

Aall  be  not  less  than  $ ;  and  the  remamder,  if  any,  after  said  deductions,  shall  be  the  loss  peyable  by] 

tiM  Company. 


Policy  docs  not  cover  any  loss  occurring  prior  to  the  payment  of  tiie  premium  tiierson,  atllMwipi  the 
Poliey  may  have  been  delivered,  ooc  any  loss  occurring  after  its  cspiratioo.  nor  aqy  loss  that  to  not  a  vaHd  indcbtedneBB 
the  dditor. 

The  ConditionB  and  Stipulations  on  the  witlifai  pages  are  a  part  of  thto  Contract. 


5fvlditrUtfiSi%eMof  the  ihasoasedthto 

PoHcy  to  be  signed  by  its  authorised  GcnersI  Manager  for  the  United  States  of  America,  actfaig  under  power  of  attorney 
but  tha  asms  Aall  not  be  binding  upon  tlie  Company  unless  <nainf  frel^tnwl  by  its  Assistant  General  Manager,  in  tlie  City 
«f  Hih     ,  dayof IM 


COPY  OF  POUCY  APPLIED  FOR  IN  AFPUCATION  ON  FOURTH  PAGE 
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CXlll-^Continued 

Conditions  and  Stipulations. 

l--^aVBRAaB«No  lo«  b  oov««d  Iv  tUi  Polky.  onkn  the  debtor  to  whom  the  foodi  wcf«  dilpptd  ^ 


pttfcUahedbookofthe  ■  Mcreantite  Agency,  at  die  data  of  the  ■hipuMnt.a  capital  mtjac  end  itieccompMiyiag 

credit  ratine  ••  tabubtad  bdow. 

The  booki  o(  the  aaid  Mercaotile  Agency  ihall  retpeetivcly  govern  thipiaents  froai  the  fint  day  of  the  month  named  by  mid  book 
to  the  firet  day  of  the  month  named  4yy  the  next  enbeequent  book,  enept  chat  where  the  said  Mercantile  'Agency  inoreaam  or  redaee  a 
rating  by  report,  compiled  during  the  currency  of  the  Utcrt  publbhed  book  or  within  thirty  (3Q)  days  prior  to  the  date  thereof,  ehipmeati 
oawle  aftei;  the  Imurcd  hat  received  nich  report  iluU  be  governed  by  the  rating  in  euch  report,  the  mme  aa  if  the  ndd  rating  had  a|K 
peered  la  the  latest  published  book. 

The  grow  amount  to  be  oovered  on  any  one  debtor  at  the  date  of  inadveocy  shall  be  Umlfied  to  the  amoust  set  oppoeita  tba 
canfipoadiag  rating  of  the  debtor  ia  the  subfoinad  "Table  of  Radnp": 


The  aggregate  grom  amount  covered  on  the  accounts  of  any  one  ddytor  rimll  not  eaoeed  the  amovnt  owing  by  die  debtor,  aer 
caeeedithe  Uinit  applicable  to  sadi  debtor  as  specified  above 


The  total  amount  covered  on  the  tndebtednem  of  a  debtor  having  more  than  one  governing  rating  shall  be  limited  to  die  \ 
set  oppodte  the  debtor's  highest  governing  rating,  except  that  where  the  debtor's  highest  governtng  rating  b  reduced,  shipments  made 
thereafter  shall  not  be  covered  so  long  as  the  debtor  owes  the  amount  set  opposite  the  reduced  governing  rating  in  the  "TaUa  of 
Ratings'*.  If.  however,  the  debtor  owm  lem  than  the  eaid  amount,  the  total  amount  covered  on  all  governing  ratiap  shall  not  caeeed  Ae 
Bmlt  eet  opposite  the  said  reduqed  rating. 

fNAMES  NOT  IN  BOOK)— A  shipment  to  a  ddrtor.  whose  name  does  not  appear  in  the  said  latest  pabHshed  book  at  th«  dale 
of  the  shipment,  shall  be  governed  by  the  rating  In  the  latest  report  of  said  Agcnor  on  such  debtor  compiled  within  four  mootfaa  prior 
to  the  shipment,  and  if  no  such  report  was  compiled  within  four  months  prior  to  the  shipment,  then  by  the  fint  report  of  said  Agency 
on  ench  debtor  compiled  within  four  months  after  the  shipment.  Every  such  governing  rating  shall  have  the  same  abet  as  if  «'««**»t*i^ 
In  aald  latest  pnUIehed  book  at  the  time  of  shipment. 

9— Of  80LVBNC7  DBFINSD— For  the  porpoees  of  this  Policy  a  debtor  shall  be  deemed  to  be  lasalvcnt: 

(I)  When,  durina  the  term  of  thtt  Policy,  the  Inaured  elects  to  file  with  the  Company  for  oollecdoa,  aa  aooount  diat  Is  dne  aad 
payable  at  the  time  of  filing,  but  not  over  sixty  (60)  days  past  due,  under  the  original  terms  of  sale: 

f2)  When  a  petition  in  bankruptcy  or  Insolvency  is  filed  by  or  against  a  debtor  nnder  the  laws  of  the  UaitBd  States,  or  aay  State 
otTemtory  thereof,  or  of  Canada: 

When  a  dditor  makes  an  offer  of  a  ccneral  compromise  to  his  creditors  for  lev  than  his  iadebtodaew; 

When  a  receiver  is  appointed  for  a  debtor: 

In  cnse  of  the  death  or  insanity  of  a  sole  debtor; 

In  case  of  the  recording  of  or  taking  po«9«?ioa  uoder  a  chattel  mortgage  given  by  a  debtor  on  hb  stock  la  trsde  to  a  creditor 

>: 

When  an  attachment  or  execution  is  levied  on  a  debtor's  stock  In  trade; 

When  a  writ  of  attachment  or  execution  against  a  debtor  b  returaed  unsatisfied; 

When  a  debtor  transfers  or  sells  out  his  stock  in  trade  in  bulk; 

When  a  debtor  absconds; 

When  a  debtor  makes  an  assignment,  or  a  deed  of  trust,- for  the  benefit  of  his  creditors,  either  general  or  with  preA 

When  the  stock  In  trade  of  a  debtor  is  sold  under  a  writ  of  attachment  or  execution; 

When  a  confession  of  judgment  is  made  by  a  debtor; 

When  a  debtor's  burinem  b  asdgaed  to  or  taken  over  by  a  Committee  appointed  by  a  maiority  ia  aamberaad 
bb  creditoni 

Provided  that  the  Insured  shall  take  no  action  in  respect  of  any  indebtedness  against  a  dd>tor.  Insolvcat  under  any  of  the  defiai> 
dons  of  Insolvency  above  set  forth,  that  would  preclude  its  prompt  collection  by  the  Company  unlem  the  Company's  consent  thereto 
in  writing  b  first  obtained. 

«-«vanncATioN  op  claims 

When  an  aooount  b  placed  wlth^he  Company  for  collectioo  under  Subdivision  1  of  Condition  2  of  tUs  PoScy,  riir  fasai ed  sh  A 
fie  with  It  a  Notification  of  Galm  on  the  form  presaibod  by  the  Company. 

Within  fifteen  (IS)  days  after  acquiring  knowledge  of  a  debtor's  iasolvencv  under  Subdivisions  2  to  1^  iadusivcb  of  Condithm  2 
of  this  Policy,  the  Insured  sh«n  Me  Notification  of  Claim  and  forthwith  place  the  account  against  such  delrtor  with  the  Compnny  for 


AO  aeoounts  lor  collection  aad  all  Notificatioos  of  Claim  shall  be  filed  with  the  Compeay  at. 
The  Company  will  supply  the  bleak  forma  for  filing  Notification  of  Claim. 


All  claims  filed  with  the  Company  aader  thb^PoHcy.  shaO  be  handled  upon  die  Conditions  and  Stipubtions  as  provided  ia 
Coadhkwtof  dibPoUcy. 


4^COLLBCTIOIf  OP  ACCOUNTS  AND  SCRBDOLB  OP  FBBS— Each  Notification  of  Oatm  filed  with  the  Company  in 
with  the  provisions  of  Condition  3  shall  be  accompanied  by  an  itemized  statement  of  the  account  showing  fully  the  true  "ff«wtitiiw 
thereof,  together  with  all  notes  or  other  papers  evidendng  the  mme,  and  any  guarantees,  securities,  or  other  documents rdating thereto; 
and  the  Insured  shall  upon  request,  promptly  furnish  duplicate  invoices,  pcools  of  debt,  affidavits,  or  any  other  documents,  or  aay  infer* 
nmdon  necessary  for  the  proper  handling cf  nay  aooouatin  nay  proceeding. 


Where  aa  account  is  disputed,  in  whole  or  in  part,  or  whera  the  Company  deems  it  necessary  fo  enforce  collection,  or  to 
the  Insured  to  participate  in  any  proceeding  involviag  the  estate  of  the  dmor,  the  Insured  shall  authorise  evil  or  qther 
aad  afaall  prompdy  advance  the 
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U  uti  fMyiMtC  or  iMon  ofoMfdiaadbe  h  laad*  bjr  the  debtor  direct  |o  tlM  laeand.  or  If  tlM  aeosnt  h.^liMiwu  bjr  A* 
'  Che  eoili  ud  feet  M  bcr^  provided  iluai )«  paid  to  the  CMn|»ny  by  the  UMradf  the  Mmc  u 


,  Tiwf«e<pC.KleatidaertheliafldUiwbytbeCoippea7ofaayacc(mBtfilodbytheIaear«daaderthbPolkydMlaM 
ft  vilver  of  aay  of  ite  Cooditioae  or  Stlpaletions. 

,  Tk»  Osoipoiiy  eeeunee  ell  retpoBtlbQity  for  moMye  ooOcetod  by  ite  afente  end  comepoodente  In  the  UaltodEStitMb  or  day 
Tcitnory  thereof,  ud  Caneda.  aad.i^  promptly  remit  «n  anaoaate  due  to  the  Iimired  as  ooUectipa*  tn  oiado. 

(h  each  aooAofit  iled  iHth  the  Compeay  ttader  Cowfitiofl  3  of  thb  PoUcy/the  fottoviog  face  ahaU  flovcrn  on  ooHoc^ 
O)   linicn  the  Coqptqjr  effects  ooOection  fvitlfoat  pladnf  tfae  aoo^ 


and  one-half  (7H%)  per  cent,  of  the  fint  Thiee  Hundred  ($300)  DoUan  or  tal. 
Pov  (4%)  per  cent,  on  the  nact  Seven  Hundred  ($700)  Dollars 


T^  (2$U  per  cent,  en  the  eiccae  over  One  Thoueand  ($1,000)  Dollaa* 
Minmimn  fee  Two  Dellan  and  Fifty  COati  ($2.50). 


i9    wbcfe  Hie  ConpsQj  deeoe-it  aeomsfy  toiccurs  tBetcrvloct  of  enittOfiMiyt 


flftaan  (15%)  per  oeat.  of  the  first  Three  Hundred  ($300)  Dollan  or  leas. 
Eight  n%)  per  cent,  on  the  neit  Seven  Hundred  ($700)  Dollanp 
Poor  (4%)  per  cent,  on  the  cscem  over  One  Thooaand  (91.000)  DoOafle. 


Minimum  fee  Five  ($5)  Dollara. 
Claima  under  Ten  ttlO)  DoHan.  lee  50%. 
Minimttm  s«t  lee  Seven  Dollan  and  Fifty  Cents  itISSi  b  addidon  to  the  feeab  the  «h6le  flOC  totaeteJ  FlfQr  (S0%)  par  eaet*. 
of  the(' 


In  loeay tiea  where  collectioQ  fees  or  ratal  are  MtabHahed  by  law  or  by  bar  rnlea.  aoch  bv  or  bar  nilea  ihaU  fovcrn.  or  If  the  Caae- 

j|  Law  i«ifue  of  Aawrica  shall  adapt  a  hteher  or  lower  schedule  of  fees  than  hereinabove  set  forth,  in  schadule.(D>  wch  revised 

edwdek  so  adopted.  uaU  fovcm  on  all  dalma  find  erith  the  Company' theioafler. 

When  BtitedoB  or  unoaual  prooeediafi  tre  rathocised  by  (he  Insured,  a  reaM^aUe  attomey'a  (ce^ta  addltioA  to  thenfolBr  eola^ 
IIm  fMb  will  be  chariod* 


S-fQIAL  flTATBIIBIfr  OP  GLAm'-If  any  claim  for  ciKMskMsb  made  under  this  Mky.  a  FtadStotcment  of  Claim,  ddyaw^ 
•Bb  shaO  be  made  by  the  Insuredupon  blank  forriu  which  will  be  furnished  by  this  Company  upon  applieatlon.  and  nsch  Find  State* 
sent  must  be  received  fc^y  this  Company  at  its  office  in  T  _     .  within  thirty  (30)  days  after  the  expiration  of  tUs  Policy: 

otherwise  there  shell  be  no  liability  upon  the  part  of  the  Company  under  tiiis  Pdicy. 

The  adjastment  shall  be«had  within  forty-five  (45)  daye  after  the  receipt  by  this  Company  of  such  Final  Stotaman^  and  Iht 
aatoant.  if  any.  then  aaoertained  to  bo  due  on  covered  proved  looses  shall  at  once  beoome  payable. 

$-lfBniOO  OP  ADJU8Tl^KNT->To  ascertain  the  net  lose  in  any  adjastment  under  this  Policy,  there  shall  be  dfdaetod  boaaadli 
i  lorn  covered  and  proven  under  this  Policy: 

An  discounts  tp  which  the  debtor  would  have  been  -entitled  had  the  debt  been  paid  at  the  date  of  Insolvency; 
All  amouau  eiMlected  thereon  and  all  amounts  which  may  have  been  obtained  from  Ipy'other  source; 
The  amount  of  (oods  returned  or  rcplcvtoed,  when  such  goods  are  hi  the  ludisputed  poeeesslon  of  the  laaarad; 
All  amounts  mutually  agreed  upon  as  tbcireaf  ter  obtainable. 

If  no  mutually  sadsfactoiy  agreement  should  be  reached,  es  to  the  amounts  thereafter  obtahiable  on  any  loea,  this  Coauaayahal) 
allow  Ae  unpeid  part  of  such  loss,  so  far  as  covered.  The  Insured  shall  assign  to  this  Company  all  aooouota  admitted  in  mUo*|^ 
mcnt,  tocedier  with  all  securities  and  guarsntefs  relating  thereto,  except  those  accbonb  upon  which  the  amount  thereafter  ebtauaUa 
te  nmtually  a^«ed  upon.  Such  assigned  eooounte  shall  be  handled  by  the  Company  for  the  joint  aooooat  of  the  Jaeored  and  tha  Cpn* 
paay  aa  thdr  interests  may  appear. 

If  the  indebtednem  of  the  debtor  to  {he  Insured  et  the  time  of  the  insolvcney  Is  not  covered  In  full  bv  thb  Poltey.  thea  add  didae> 
tfoas  diall  be  asade  pro-rata,  vis:  in  the  ratio  which  the  amount  covered  bears  to  the  whole  of  sucb  indebtednc 


From  the  aggregate  amount  of  the  net  covered  and  proven  losses  thus  ascertained,  there  shall  be  deducted,  (first),  ten  per  eeat* 
(10%)  thereof,  as  co-insurance;  (second),  the  agreed  Normal  Loas,  end  the  balance,  if  any.  shall  be  the  amount  due  the  Insured.  If  Ifaa 
■et  amounts  reab'xed  by  the  0>mpany  on  the  claims  assigned  to  it.  as  above  provided*  ^hali  In  the  aggrcgato  oanad  the  aap  ptia  la 
ehe  laaored.  the  Company  shall  refund  the  net  i 


f— COLLATBRAL  BBNkPITS— This  Policy  Is  not  aetottable  but  the  Company  erlU.  upon  written  request  of  the  Ineared.  prewida  that 
•ay  escete  loss,  that  may  become  due  and  payable  under  its  Conditions  and  Stipulations,  shall  be  paid  to  any  Bank  or  TmaC  Compaay 
deijgnetisd  by.  and  for  acorant  of  the  Insured. 


•-mthONATKni  — If,*  during  the  tern  of  due  Policy,  the  Insured  shall  br-^-ne  insolvent,  or  shall  caaee  to  oondniie  bualoaaa  aa 
her ewlore  carried  on,  or  shall  eo  into  liquidation,  or  bdng  a  partnersh  ip  shall  be  dissolved,  then  this  Policy  shall  I  m  -nediatdv  terminate  aad 
if  any  daim  for  esocm  loss  is  made,  a  Final  Statement  of  Claim  shall  be  filed  by,  and  aa  adjustment  chall  be^'made  with,  the  Inenred 
la  the  same  time  and  manner  as  ii  this  Policy  had  originally  by  its  terms  been  made  to  expire  at  the  datt  of  each  temdaatioo. 
Temporary  interruption  by  fire  or  by  strike,  or  the  deoth  or  withdrawal  or  admissbn  of  a  member  of  a  partaenUp  composed  of  more 
ttan  two  members,  shall  not  be  considered  a  discontinuance  or  dissolution. 

ntOVXSONS— The  premium  on  this  Policy  shall  be  paid  by  check  to  theorder  of  the 

Tha  Company  will  acknowledge  the  receipt  of  all  NotiiScations  of  Claim  and  the  Final  Statement  of  Qalm,  but  nMthar  the 
achaowtodgment  nor  the  retention  thereof  by  this  Comparfy,  nor  iu  failure  to  acknowledge  receipt,  shall  be  deemed  an  admlssloa  of 
Babffity  or  a  emiver  of  any  of  the  provisions  of  this  Policy  by  thn  Compeny. 

The  representations  and  warranties- made  in  the  application  ol  the  Insured  are  the  basis  of,  and  a  part  of.  this  Policy.  Misr^ 
rcaentation.  coacealment'or  fraud  in  obtainine  this  Policy  or  any  Policy  of  Credit  Insurance  heretofore  issued  by  this  Company  to  the 
■nsured,  or  b  the  proof  or  adjustment  ol  any  claim  for  loss  under  this  Policy,  shall  void  this  Policy  from  its  beginning  and  tne  premium 
paid  shaD  be  forfeited.  The  Insured  shall  permit  this  Company  to  examine  and  take  extracts  from  the  books,  securities  and  papers, 
of  the' Insured  benring  upon  any  matter  involved  in  nny  adjustment  under  this  Policy,  or  upon  any  representation  or  warranter  made  in 
the  apniicatlon  for  this  Policy  or  any  prior  Policy  of  Credit  Insurance  issued  by  this  Company  to  the  Insured,  or  upon  any  claim  made 
aither  oy  the  Insured  or  by  this  Company  under  this  Policy. 

No  Agent  tt  authorised  to  make  any  alteration  in.  or  addition  to,  this  Policy:  and  no  addition  to,  or  alteration  of.  this  POltqr 
ekall  be  valid  unlese  signed  by  the  General  Manager  of  the  Company  for  the  United  SUtes; 


AH  pfe»isioa>  of  tUs  Policy  are  to  be  deemed  conditions  precedent  to  any  daim  by  the  Insured. 

Uo  suit  or  actioa  on  this  PbGcy  shall  be  brought  or  be  sustainable  andl  after  compliance  by  the  Insured  widi  the  tenas  of  this 
Mfey.  abr.  ia  tha  abseeee  of  aay  stautory  proviaioa  to  the  cootraiy,  aalcn  oomncacod  within  twdve  months  after  lis  cipiratioe. 
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CXlll-^ontinuii 

on. 

We, the  uadenigned, hereby  make  application  to  the 

for  a  P6licy  of  Credit  Inaunnoe;  aaid  Policy,  if  iisued,  to  be  on  the  witQ^  form,  the  ternia,  condlrioiia  nad 
etlpolatloiis  whereof  are  agreed  to  by  ua.    We  herewith  tender  our  check  for  >  to  tiie  order  of  aaid 

G>mpany  in  payment  of  the  premium  on  said  Policy. 

We  agree  that  the  radngs  of  the Mercantile  Agency  ehall  govern  eKlaaivdy  ahipaents 

under  this  Policy:    We  have  been  aubacribcn  to  eaid  Mercantile  Agency  during  the  peat. 

Our  answers  to  the  following  queetiona  are  true: 


1. 
2. 
3. 
4. 
5. 
6. 
7. 


What  ia  your  line  of  bueineas? 

Are  you  Jobbera  or  Manufacturers?. 
What  territory  do  you  cover? 


.Howkmglnit?. 


To  what  territory  do  you  make  your  principal  shipments? 

Whet  are  your  usual  terras  of  sale?  What  are  your  longest  terma  of  aale?. 


About  what  percentage  of  aales  to  Manufacturers?. 


.Jobbera?. 


.Retailara?. 


Have  you  any  information  detrimental  to  the  credit  or  responsibility  of  any  individual,  linn,  oo-partaaraUp 
or  oorpomtion  to  whom  you  have  made,  or  contemplate  making,  any  aale  to  which  said  Policy,  if  issued,  will  apply? 


8.    Have  you  witlun  the  past  year  made,  or  do  you  contemplate  making,  any  material  change  In  die 
of  conducting  your  business,  terms  of  sale  or  territory  mentioned  •***«*•> 


As  a  basis  of  the  Policy  hereby  applied  for,  and  of  any  Policy  which  may  hereafter  be  issued  to  va, 
the  following  atatament  of  our  groaa  sales,  losses,  and  amounts  of  accounts  owing  by  debtors  under  general 
to  be  correct: 

TERM 
Daring  the  Year  Ending: 


GROSS  SALES        ''HfSSSHS: 


iSSS*        *%L! 


ilBnHrit 


.19. 
.19. 
.19. 
.19. 
.19. 
.19. 


During  the  Fractional  Year  to  Date. 


19. 


This  appUcation  and  said  Policy,  If  issued,  shall,  with  the  within  Conditions  and  Sdpalationa,  conatiftetiia 
entire  agreement  between  the  underrigned  and  the  Jaay  verbal  or  wfittea 

statement,  proqiise  or  agreement,  by  any  Agent  of  the  said  Company  to  the  contrary'  notwithstanding.  It  la  ano 
agreed  that  thb  application,  whether  aa  respects  anything  oontained  therein  or  omitted  therefrom,  baa  bce»  oiadc^ 
prepared  and  written  by  the  applicant,  or  1^  hie  own  proper  agent. 


Dated  at. 


this. 


.day  of. 


19. 


Signature  of  applicant. 


AddreM. 


Raerfvad  of  tke 


DoOan^ 


ia  full  and  compNa  aatisf aetioa  off  all  daloia  and  demands  of 
Ftallcy  of  Credit  iBavmaoe,  and  .  hereby 


kind  or  nature  under  the  within 
and  forever  diadwige  the  saki  Coai- 


pttiy  from  aay  apd  all  liability  thereunder. 
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CXIV 
CREDIT  INSURANCE  POLICY 

No 


CH^ratnaftor  ••ll«tf  tli*  Company^ 


SitGofuiA&uJSM/  cf  the  rcptmatiUoM  md  fwittattw  mide  in  the  <pplkitlon  far  HiiiFBMcy,<c  wy pdor 
raKy  01  vvooR  tDHnnoB  ■■mi  m  uw  luwini  ijgr  am  voaimyii  ■n  wncn  ara  iNnoy  bhrh  ■  pw  «i  uv  ^wiuwb^ 

MO  cf  IIW  pm^UMUl  Cm  vat  pfHWIBIH  M  otWJMJWf  pnVJOMt 

3l0Uw8uafUudee^  omltr  «lw  eandUloM  and  idfaject  to  the  ■HpriaHom  let  farth  on  fha  ^MUn 

■     ■  .11  , ..  of  I  I 


in  Ine  bwinflis  '<^      t  t  flpaMt  Iom»  dna  to  tlw 

of  debtoir  M  faminrflar  defiaedL  irtikfa  loH  ahtfl  rendt  fto^ 
aiimau  am  aantwi  umbu  vqa  ^oocy  panofl>  Mgnnnis  "**  **ir  oi. 


or  ooipMUkjuib  fci  tha  Pntod  Statw  of  Amarica,  or  any  Tcfritory  thuBgf/  •ad  fa  the  nnminVw  of  < 
VB  wncn  m  ayfcraOp  proven  ana  uioiPBCit  M  n  ncraMunr  tnpwrwit  provKwa  aw  ■pponim  imvc  oecn  pwcgn  wm 
titt  Cowpwy  te  coOMtion  bcfon  thcj  nrs  nwrc  thMi  ievcnty4hre  (75)  d^Fi  pHt  dns  wdcr  tiw  orfffMl  tHm  of  ■!• 
nod  profidad  ftvthar  uMk  no  acciouiit  luad  wini  ua  Ccmpany  aftw  tna  diy  of   ■  !#■  i  , ., 

AaD  ba  oovcrad  by  tJda  Policy*  PRm  tiw  anrsptta  cron  km  ao  oovvadt  proven  and  aOowad*  tibcre  Aidi  ba  dadnetsdt 
■nt»  ts  par  cnt*  \lO70jti1craof  aaoowMiancet  and  then  tba  oQiar  aBMwnIa  hcf  ainafltv  piovldad  in  Ilia  wctliod  of 
I  and  finsn  tlia  afpecnta  nat  low  tfaua  aicaitainad  an  acraad  Nornitf  Loat  oC_._.._...par  onta*  tobabornaby 


Inancad,  npon  tba  toed  i^oaa  wlea  nude  dttrinc  aaid  Poliey  period;  bat  awh  Nornial  Loaa  ao  to  ba  dadaetad  AoD  ba 


and  Cbe  ranainder.  if  any.  after  aaU  dednctiaoa,  iball  be  the  loaa  payribte  by  the 


Tbii  PoUcji  doea  not  eover  any  loaa  oeonrrinc  prior  to ' 
I  Wicy  flHy  liave  been  daBvciadi  nor  any  loaa  that  ia  not  n  vaBd  indAtadnaw  afrinit  the  debtor* 


Tha  GooAtkna  nd  Stipnhdiooe  OB  the  vidrin  pive  are  a  pert  of  thia  GoHbMt 
SnlSldneO^£l^ffUo(  Urn  •haacaneedtUa 


^      yuUcy  to  be  iipied  by  ila  autboriaed  Oenewi  Manager  far  the  United  I 

bat  uie  eaaw  tbaU  not  ba  binding  upon  the  CiflnipaBy  ankea  cMintanipwd  by  ita  AaBBtant  Qenanl  Itfaafv  in  the 
Oly  of  ■**»*  ^  di 191 . 


COPY  or  POUCY  APFUBD  FOR  Df  APFUCATION  ON  FOURTH  PAOB 
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CXIV— Continued 


Conditions  and 


Mmed  pramium  for  the  fall  Poficy  period  rfaB  lie. 


bf  llw  Ummd  daring  Mid  period,  bat  riuH  not  be  la 

.  ^.   .    ..    ^  . iicntion  fa  dadc  for  thii  ^"Bqr.  nad  the  renainder  of  the 

Inmnd  riuli*  vlicn  gmuwrted.  famisb  tiK  Ompnny  witii 


be  pnytUe  to  the  Company  when  applicition  fa  Aade  for  thfa  Micy.  end  the 
;  of  the  ajnount,  and  uic  lu      '  ' 


t--OQfVBIUya»--Ko  loM  fa  ODvwwl  by  tfde  Fbiiejr  oalea  the  ddMor  to  whom  the  foods 
boekoC  tt»- ^Marceatiie  Afcney.  at  the  date  of  the 


oCtlMi 


The  books 


of  tlie  Mid  Mercantile  Afsacjr  shall  lespectiwly  fovcra  dUpmuti  hoM 
'  '  by  Che  not  subseqawit  book,  except  that  where  the  said  Mercantile 

of  the  latMt  pabliahed  book  or  within  thirty  (JO)  days  prior  to  the  date 
be  foveraed  by  tlM  nting  in  such  report,  the  same  as  U  the  said  rating  had 


The  gram  anmont  to  be  ooverad  on  any  one  debtor  at  the  dtte  of 
mtkv  «f  the  debtor  hi  the  subjoined  Table  of  Ratings:** 


faHotvency  shall  be  imbed  to  the 


nBoHcahla  to 


te  grow  anoont  uoveied  oo  tbs 
debtor  as  speaned  above. 


of  any  OM  drfitor 


tfc* 


The  total  amoant  covered  on  the  indclitadf 


of  a  debtor  haifagHMfv  don  toe  govendng  ntiag  shall  be 


<lebfeor's  hli^t  governing  rating,  except  that  where  the  debtor's  higheet  gsvsndng  vating  fa  rednosd.shipinen 
long  M  t^  debtor  owm  the  anioant  set  oppotite  the  reduced  governing  ratine  in  the  ^Talile  of  Ratiafk.**  If.  hoi 
afltooat,  dke  total  amount  covered  on  all  govemiiw  ratings  shall  not  ocoeed  the  limit  set  opposite  the  ssld  leds 


EmitBdtothe< 


sfaalmicbe 


(NAMES  NOT  IN  BOOK)— A  shipment  to  a  debtor,  whom  name  doM  not  appear  b  the  mM  Istest  p«Nfaiied  book  at 
ehall  be  govsamad  by  the  rating  in  the  latest  report -of  Mid  Agency  on  each  debtor  compiled  within  foor  months  prior  to  the  d    . 
rsport  was  compiled  within  four  months  prior  to  the  shipment,  then  by  the  first  report  of  said  Agency  on  sodi  debtor  tuayilsd 
afterthe  shipment    Every  such  govemfag  rating  shall  have  the  mme  effect  as  if  contahied  ia  aaid  latest  pahHshwi  book  at  Use  tia 


S—maOLVSIfCT  DIPINBI>~For  the  purpoM  of  thfa  Fblicy  a  debtor  shaD  be 


to  be 


(1)  Wheathe  Insured  fites  with  tfie  Compeny  for  coHectloii,  aa  aoooust  tfiat  fa  dne  and  payiUe  at  the  tloR  of  I 
Aire  (75)  aays  oest  doc,  vnder  the  original  terms  of  sale; 

(2)  When  action  la  baakreptcy  or  insotvancy  fa  filed  by  or  against  a  debtor  nadar  the  laws  of  the  Uafasd  Statoa. 

ritmy  thereof,  or  of  Caaada; 

—    -—  '      -  ...        ...      -    -    ithaaij. 


by  a  debtor  «a  kfa  stack  ia  tods  to  a 


Whea  a  debtor  makm  aa  offer  of  a  general  compranfae  to  hfa  uedltora  for 

Whca  a  receiver  fa  appointed  for  a  debtor; 

la  cam  of  the  dmth  or  inMnity  of  a  solt  debtor; 

In  caw  of  the  recording  of  or  teking  possession  oadcr  a  chattri  mortgace  iJ' 

When  aa  attachment  or  execution  » levied  on  a  debtor's  stock  in  trade; 

When  a  writ  of  attachment  or  execution  against  a  debtor  fa  retomed  unmdsfied; 

When  a  debtor  truiafen  or  selfa  out  hfa  stock  ia  trade  in  bulk; 

When  a  debtor  absconds; 

When  a  debtor  makes  an  assignment,  or  a  deed  of  trust,  for  the  benefit  of  hfa  credito^^  dthsr  general  or  with 

When  the  stock  in  trade  of  a  debtor  b-eold  under  a  writ  of  attachment  or  encution: 

When  a  oonfcssion  of  judgment  u  made  by  a  debtor; 

When  a  debtor's  businem  fa  assigned  to  or  token  over  by  a  OmunittH  appointed  by  a  majority  ia  nnmber  and 

Provided  diat  the  Insorsd  shall  take  no  action  in  respectof  any  indebtednem  against  a  debtor,  insolvent  under  anjjraf 
above  set  forth,  that  wooM  preclude  its  prompt  collection  by  the  Company  untem  the  Company's  consent  thereto  in  writing  fa 


■NOTIFICATION  OP  CLAIM— When  an  account  fa  pfaced  with  the  Company  for  oolfaction  under  Sabdivfaioa  I  of 
shall  file  with  it  a  Notification  of  Claim,  on  the  form  prescribed  by  the  Company. 


Within  fifteen  (15)  days  after  acquiring  knowledge  of  a  debtor's  hisolvcncy  under  Subdivlrions  2  to  14,  Indusivc,  of  Coadii 
Insttwid  shall  file  Notification  of  Claim  and  forthwith  place  the  account  against  such  debtor  with  the  Company  for  collection. 


AD  aooooats  for  ooUectfan  and  all  Notifications  ^  CUIm  shall  be  filed  with  the  Company  at. 

The  Company  will  supply  the  blank  forms  for  filing  Notificatkms  of  Claim. 

AD  daims  filed  with  the  Company  under  this  Policy,  shall  be  handled  upon  the  Conditfams 
Policy. 

S—COLLSCnON  OP  ACCOUNTS  AND  SCHBDULB  OP  PBBS—Esch  Notification  of  Qalm  fikd  with  tbe 

viskms  of  Condith>n  4  shall  be  eccompanicd  by  an  itemized  statement  of  the  account  showing  fully  the  true  oooditibn 

or  other  papen  evidencing  the  mme.  and  any  guarantees,  securities,  or  other  documfnts  rdaUng  thereto;  and  the  Insured  shaO    , 

fumfah  dupiieatk  invoices,  proofs  of  debt,  afiidavits,.or  any  other  documents,  or  any  information  necemary  for  tiw  proper  handling 

proceeding* 

00  anmce  txMNcaoa,  or  lo 
and  shaO 


Whera  an  account  fa  disputed.  In  whole  or  in  part,  or  where  the  Company  deeoM  It 
participate  in  any  proceeding  Involving  the  cstote  of  the  debtor,  the  Inenred  shall  autboriM  suit  or  other 


If  any  payment  or  return  of  mercbaadlm  fa  made  by  the  debtor  direct  to  the  Insured,  or  if  the  aficeant  fa  withdca* 
and  foM  as  hersia  provided  shall  be  paid  to  the  Company  by  die  Insursd.  the  same  as  if  collection  had  been  effected. 


The  receipt,  retention  or  the  haadliag  by  the  Company  of  any  account  filed  by  the  Insored 
of  Hs  Clondltions  and  Stipulatioos. 

The  Compeny  assuoMs  all  raspoasibillty  for  moneys  coDcctsd  bv  Its  agsnts  and  c 
tad  Canada,  apo  win  promptly  remit  all  amovati  doe  the  lorared  as  ootfcctioos  are  made. 


thfa  Polfcy  eh*ll  not 
iatkeUaitadStotos, 
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CXW-^Continued 

flsd  vltb  tte  Conpuy  ttwier  Condition  4  of  cUt  IViKcy.  the  rollowiiv  r«M  dnn  lo^ 


CO    WhnntheCpnvaaycacetiaolbetioawlthoatpladBCtlMaoeoiintwtthHiattonwjr: 
S«««m  uA  otie-lulf  <7M%)  per  cent,  of  the  fint  Three  Hundred  (SJOO.O0)  Dollais  or  Itm. 
Foot  {A%I  per  cent,  on  the  next  Seven  Handled  ($700.00)  DolUra. 


Two  (25U  per  cent  on  the  esccM  over  One  Thousand  (11.000  00)  Dollars. 
km  Two  Dollan  and  Fifty  Cents  (t2.Sa) 


(D    Where  the  Cnenpany  decma  It  neeenaiy  to  secure  the  services  of  an  attorney* 
nftaen  (15%)  per  cent,  of  the  first  Three  Handled  (tJOO  00)  Dollars  or  ksa. 
Eicht  (8%)  per  cent,  on  the  next  Seven  Hundred  (S700.00)  DolUrs. 
Few  (4%)  per  cent,  on  the  exceed  over  One  Thousand  ($1,000.00)  Dollars. 
MUmnm  iee  Hve  ($S.on  DolUis. 

der  Ten  f$10.00)  Dollars,  fee  Fifty  (S0%)  per  cent, 
suit  fee  Seven  Dollars  and  Fifty  Cento  ($7.50)  in  addition  to  the  fees,  the  whole  not  to  exceed  Fifty  (S0%)  per  cent  of  the  dalni. 


!•  localities  xrheic  eollcction  fees  or  rates  are  established  by  law  or  by  bar  rales,  such  law  or  bar  rules  shall  govern,  or  if  the  Commerdet 
Uv  Loacue  of  America  shall  adopt  a  higher  or  lower  schedule  of  fees  than  hereinabove  set  forth,  in  Schedule  (2).  such  revised  schedule  so  adopted,  sh^l 
1  oa  all  daias  filed  with  the  Company  thereafter. 

Whcsi  litifstion  or  unasoal  proceedings  are  authorind  by  the  Insured,  a  reasonable  attorney's  fee.  in  addition  to  the  regular  collection  iat 


FOR  I3CCIS8  LOflB: 

Final  atatemeatefClnito  If  any  daim  for  excess  loss  b'made  under  this  Policy,  a  Final  Statement  of  Claim,  duly  sworn  to.  shaH  be  made  by 
te  loaored  upon  Uank  forms  srhich  shall  be  furnished  by  this  Company  upon  application,  and  such  final  statement  must  be  received  by  this  Company 
It  in  office  In  Chicago.  IlKneia,  within  thirty  (JO)  days  after  the  last  date  permitted  for  filing  accounts  under  this  EVrficy;  otherwise  there  shiJI  m 
w  HnbiHty  upon  the  part  of  the  Cdmpaay  under  this  Policy. 

Thn  adjwtment  shall  be  had  within  forty-five  (4S)  days  after  the  receipt  by  this  Company  of  such  Final  Statement,  and  the  amount.  If  any,  than 
MMrtnined  to  be  due  on  covered  proved  tones  shall  at  once  become  payable. 

faMria  Imtemewti  of  Oalm^For  the  purpose  of  enabling  the  insured  to  receive  adjustments  from  time  to  time  under  this  Policy,  and  prior  to 
Ihe  faal  adiustmeat.  the  Insured  shall  be  privileged  fo  file  with  the  Company  preliminary  statements  'of  rlaim  for  excess  loss,  upon  blank  Comis 
■hkh  shall  be  furnished  by  this  Company  upon  application;  provided  that  no  claim  for  loss  shall  be  included  in  such  preliminarv  statements,  nor  con< 
dJwed  in  na^  inlerim  adjustment  under  this  Policy,  unless  the  insolvency  shall  have  been  as  defined  in  Subdivisioni  (2)  to  (14).  inclusive,  of  Condition 
3  of  tkb  Ptobcy.  Claims  on  accounts  filed  for  collection  under  Subdivision  H)  of  said  Condition  J.  unless  they  have  become  insolvent  under  Subdivisions 
(2)  to  (14),  shoO  Dot  be  considered  prior  to  a  final  adjustment  under  this  Policy 

Tbe  Company,  within  forty*fivu  (45)  days  after  the  receipt  of  any  such  statements  of  claim,  shall  adjust  all  accounts  mentioned  therein,  that 
lottolvtnt  oadcr  Subdivisions  (2)  to  (14)  of  Condition  3  as  aforesaid,  and  'filed  within  the  time  provided,  and  which  come  within  the  Conditions 
of  tUs  Policy,  afM  immediately  pay  to  tbe  Insured  the  amount  of  excess  loss,  if  any,  then  found  due 


Is  BO  event  shdl  the  aaaeunt  of  Normal  Loss  deducted  In  all  adjustments  under  this  Policy  exceed  in  the  aggregate  the  amount  of  the  agreed 
'  Loss  as  ■■cerfiined  in  the  final  adjustment. 

If  the  Company  has  paid  to  die  Insured,  in  all  interim  adjustments  under  this  Policy,  prior  to  ascertaining  the  actual  amount  of  the  aforesaid 
I  Normal  Loas.  an  amount  in  excess  of  the  amount  which  would  have  been  paid  if  the  amount  of  such  actual  Normal  Lots  had  been  ascertainable 
It  dbe  tine  of  aoA  payment,  the  Insured  shall  at  once  refund  such  excess  to  the  (Company. 


f— MBTBOD  OF  ADJUSTMENT— To  ascertain  tbe  net  loss  in  any  adjustment  under  this  Policy,  there  shall  be  deducted  from  each  covered  and 
loss,  leas  the  co-insurance  thereon* 

All  discounts  lo  which  the  ddMor  would  have  been  entitled  had  the  debt  been  paid  at  the  date  of  insolvency. 
All  amounts  collected  thereon  and  all  amounts  which  may  have  been  obtained  from  any  other  source; 
The  anpuat  of  goods  returned  or  replevined,  when  such  goods  are  in  the  undbputed  possession  of  the  Insured: 
(4)    AR  amounts  mutually  agreed  upon  n  thereafter  obtainable. 

If  DO  mutually  satisfactory  agreement  should  be  reached,  as  to  the  amounts  thereafter  oht  linable  on  any  loss,  this  Company  shall  allow  the  unpaid 
pvt  of  audi  loss,  so  far  as  cowered.  The  Insured  shall  assigu  to  this  Company  all  accounts  admUtcd  in  adjustment,  f^'ther  with  all  securities  cad 
luwi'lif  relating  thereto,  except  those  accounts  upon  which  the  amount  theieafter  obtainable  a  mutually  agreed  upon.  Such  assigned  ac^unts 
shal  bo  haodled  fiy  tbe  Company  for  the  joint  account  of  the  Insured  and  tbe  0»npany  as  their  interests  may  appear. 

if  dm  Indebtadnsse  of  the  debtor  to  the  Insured  at  the  time  of  the  insolvency  is  not  covered  in  full  by  this  Policy,  then  said  deductions  shaH 
ha  flMda  peo  rata,  vis.:  la  the  ratio  which  the  amount  covered  bean  to  the  whole  of  such  indebtednoss. 

FraoB  dM  luragaie.  amount  of  the  net  covered  proven  losses  thusascerulned.  there  shall  be  deducted  the  agreed  Normal  Loss,  and  the  Inlance, 

f,  shall  be  the  amount  due  the  Insured.     If  the  Jiet  amounts  realised  by  the  Company  on  the  claims  assigned  to  it,  as  above  provided.  «ha;i  in  the 

1  the  total  suiB  paid  to  the  Insured,  the  Company  shall  refund  the  net 


1    POILATBRAL  BINBFm— TUs  Policy  Is  not  nentiable  but  the  Company  will,  upon  srrittea  request  of  the  Insured,  provide  thst  any  < 
lesB^  that  amy  booome  due  oad  pnyeUe  uader  its  Cooifiwios  ood  Stipulations  shall  be  paid  lo  any  Bank  or  Trust  Company  designated  by.  and  for 
aoeeoot  of  the  lasond. 

V4VKBfINAT10N— TMa  Pollev  may  be  terminated  at  any  time  by  dtfier  of  dm  parties  hereto,  upon  ten  (10)  days*  written  ootioe  to  the  other 
paitf .  niatiag  when  terminatioa  shall  Jw  effective 


If  the  lasorad  elects  to  terminate  the  Policy  the  earned  premium  shall  be  computed  and  adjusted  as  provided  for  in  Condition  l,on  thelnsovedls 
I  eUpoMnts  and  deliveries  to  the  date  of  such  termination,  and  the  Company  shall  refund  to  the  Insured  the  unearned  premium,  if  any,  lam  twenty 
V  ecat.     If  any  daim  far  eaeem  loss  js  made,  a  Final  Sutement  of  CUim  shall  be  filed  by,  and  an  adjustment  shall  be  made  with,  the  Insursd  ia 
tfaae  and  Bmnner  as  if  this  Policy  hod  or^inallY  by  its  terms  been  made  to  end  at  die  date  of  such  termination;  provided,  however,  thatooly 
'  nooonats  as  were  fUed  with  tne  Coaipany  prior  to  the  date  of  such  terminatioa  shall  be  covered  by  this  Policy. 


If.  doriof  the  term  of  this  Policy,  the  losared  shall  become  Insolvent,  or  shall  cease  to  condnue  business  as  heretofore  carried  on.  or  shall  go  laio 

pnrtaenhip  shul  be  dissolved,  then  thb  Policy  shall  (ps*  /oris  terminate  and  shall  be  adjusted,  in  all  respects,  the  same  as  tboo^ 

»  to  terminate  this  Policy  as  above.    Temporary  iatcrrupdoa  by  fire  or  by  strike,  or  the  death  or  withdrawal  or  adadsdoa  of 

sber  of  a  partnership  eompoeed  of  more  toan  two  members,  shall  not  be  oonmdersd  a  discontinuance  or  dissdutioa. 

If  the  Company  docts  to  terminate  thb  Policy  tbe  earned  premium  shall  be  computed  and  adjusted  ss  provided  for  fai  Condition  1 ,  on  the  laawod'e 

shipoKnts  and  ddiveries  to  the  date  of  such  termination,  and  the  Company  shall  r^nd  to  the  Insured  the  unearned  premium,  if  any,  but  no 

or  payment  of  any  onearaed  preminm  b  required  to  man  termination  by  tne  Compeny  effective.  Covered  lomw  on  shipments  made  up  to  the 


of  iacii  lennlaalioa  shall  be  provable  under  dib  Policy.and  the  Normal  Lom  shall  be  caicutetedoidy  on  the  gron  shipments  mode  up  to  Ihe  date  of  sach 
U  aay  daim  for  exoem  lo«  b  saade.  a  Final  Statement  of  Claim  shall  be  filed  by  the  Insured  not  I         ' 


aay  dalm  for  exoem  lo«  b  saadep  a  Final  Statement  of  Claim  shall  be  filed  by  the  Insured  not  later  than days  after  the 

inadon,  but  Interim  Sutensenls  of  cbim  may  be  filed  prior  to  said  date  and  adjustment  shall  be  made  srith  the  Insured  ia  the  auaa 
at  if  thb  Policy  hod  originally  by  its  terms  been  made  to  end  at  the  date  of  such  feenoiMtioa. 

|»-aBNSSAL  PB0iVI8IONi--Thc  priadwB  oa  dds  Pbllcy  shdlbepaidbychedctodie  Older  of  dm 
COMPANY 

ThbCMBpaayfdnaekaovladiersodptofallNodficadoasqf  Cbim  and  loterim  and  Fiaol  Staicmcais  of  Claim,  bat  adtfacr  dhe  adoMuMpMat 
■ir  dhe  laleatiaa  thersof  by  dib  Cempaay.  nor  its  failara  to  acknowledge  receipt,  shall  be  deemed  on  admbhioaof  liability  ora  waiver  of  aay  of  tho 
lof  thb  Pdley  by  thb  Company. 

ipWBSBlUbns  and  warranties  mode  in  the  application  of  the  Tnsured  are  the  basb  of,  and  a  part  of.  thb  Policy.    Misreprescatadoa.  coa- 

or  naad  ia  obtaining  thb  Policy  or  anv  Policy  of  Credit  Insurance  heretofore  issued  by  thb  Cbmpany  to  the  Insured.'  or  ia  ue  proof  or  adjust* 

J  of  aay  daim  for  loss  under  thb  Policy,  shall  void  this  Policy  from  ita  beginning  and  the  premium  paid  shall  be  foridted.    The  Insurad  shaH  permit 

IhisCoaipany  t0  examine  and  take  extracts  from  the  books,  securities  and  papers  of  the  Insured  bearing  upon  any  matter  involved  mvny  adjastmeat 
Hder  tUa  PoHcy.  or  upoa  aay  representation  or  warranty  made  in  the  application  for  thb  Policy  or  any  prior  Policy  of  Credit  Imaranca  bsacd  by 
Ms  Coaapaay  to  the  Insorad,  or  upoa  nay  daim  made  dther  by  the  Insured  or  by  this  Company  under  thu  Poliry. 


Tho  rsndcrinc  of  nay  estimate  or  statement  or  making  of  any  previous  settlement  shall  not  bar  the  examination  herdn  provided  for,  aor  te 
^s  right  lo  additional  premium,  nor  to  a  refund  of  any  amount  overpaid  to  the  Iiuured  prior  to  verification  by  the  Company. 


No  Ageat  b  aathorlied  lo  awhs  aay  alteratioa  bi,  or  additioa  to^  thb  Poticv:  aad  no  addition  to,  or  alteration  of,  thb  Policy  shall  be  vaHd 
%Wd  by  the  Ciaersl  Manager  of  the  Cbmpany  for  the  United  Sutok 

Al  peoWebaa  of  thb  Micy  arelo  bo  deemed  conditions  precedent  to  any  dalm  by  the  Insured. 

No  salt  or  aetieaoa  thb  FoBeyshaD  be  brought  or  be  sustafaable  unto  after  compiunce  by  the  Insured  with  the  term  of  thb  Policy,  aor,  fal 
of  nay  statutory  provishM  to  the  ooalTMy,  unlcm  oommeaoed  withbi  twdvc  mooths  after  its  espintio')* 
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SURETY  BOND  (INDIVIDUAL) 
THE INSURANCE  CO. 

$ vtxanb.  F. 


•  -■■  — --] 

I  u  petty  (Inclndisi 

<  tliU  loT  which  the  Emplojer  u  retpontible)  hy  uiy  act  or  act*  of  fnnd,  diibonetty 

9  tatgtry,  theft,  embcMlement,  wrongful  abitnction  or  wilful  miMpplicttion  on  the  par 


■  ■  (hemiufter  called  the  Bmptoyed)  directly  or  through  connivance  «ritb  others,  con 
I*  mitted  by  the  Employed  in  connection  with  the  dutiei  of  any  position  to  whici 
■J  he  may  he  aiaigacd  by  the  Employer  during  the  tena   of  this  bond,  or  oi  uij 


lil»W 
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CXV-^ontinuid 
IS         The  fofegoing  agreemtnt  is  subject  to  the  following  conditions: 

i6  .1.    TIm  icim  of  lUs  bond  b^giu  on  **^ .  day  of — . 19 •  af  booq, 

17  tfaadafd  tfaM^  at  tha  Emptoyo^  addma  hereiabefore  itttcd,  and  ends  on  the ■     ■      day  of.  .,  , 

18  19 .  «inoon»  itaadaid  tima^  at  the  taid  addren.    In  case  thb  bond  is. renewed  for  one  or  nnoie  tann^  the  entice 

19  .  period  fcr  wUcb  the  bond  It  in  force  ihall  be  deemed  the  term  of  the  bond. 

ao  a.    Thb  bond  nuty  be  contiitned  from  year  to  year  ao  long  ■>  the  Corpontion  and  the  Employer  i^ree  to  to  do^ 

at  but  the  aggreftte  liability  of  the  CoqNxation  from  the  eflbctive  date.of  this  bond  to  the  date  of  the  expiration  or 

9^  any  renewal  of  .this  bond  for  or  on  accoont  of  any  act  or  acts'  of  the  Employed,  shall  not  eaoeed  die  amonnt  for 

S3  iHuch  the  Employed  shall  have  been  specifically  guaranteed  at  the  taaae  such  act  9r  acts  shall'  have  been  conunitted. 


94  5.    The  Corporation  shall  not  be  liable  hereunder  for  any  delauU,  the  proceeds  of  a^ich  shall  have  been  applied 

a$  to  the  payment  to  the  Employer  of  a  pre-existing  debt. 

•6  4.    This  bond  may  be  cancellec  by  the  Corporation  upon  thirty  days*  notice  to  the  Employer,  or  by  the 

ay  Employer  upon  notice  in  writing  to  the  Corporatioa  apedfyii^  the  date  of  the  termination.    Tbereupon  the 

aS  Corporation  ahalt  kefund  the  unearned  premium  for  (he  bond,  if  no  cUim  has  arisen  thereunder. 


a9  5.    The  Employer  shall  file  with  the  Coiporation  any  daim  for  which  the  Corporation  ia  liable  hereunder  within 

JO  Cl&cn  months  after  the  Employed  shall  have  died  or  left  the  service  of  the  Empfoyer,  or  vrithln  fifteen  months  after 

jf  the  lapsing  or  cancellation  of  this  bond  from  any  cause  whatsoever. 

ja  6.    The  Employer  shall  notify  the  Corporatioa  of  any  act  of  the  Employed  aUch  aroold  oomtitnte  a  claim 

33  hereunder  immediately  or  as  loon  as  practicable  after  such  act  shall  have  come  to  the  knowledge  of  the  Employer. 

34  The  Corporation  shall  be  responsible  hereunder  only  for  any  acta  of  the  Employed  up  to  the  tiaae  of  auch  notification, 

35  and  if  the  Emj^yer  shall  condone  any  fraudulent  act  of  the  Employed  and  continue  him  in  aenrioe  without  notifyii^ 

36  .the  Corporation,  all  loases  subsequent  to  such  condonation  shall  be  irrevocable  against  the  Corporation. 

37  Payment  of  cUim  under  this  bond  shsll  be  made  within  three  calendar  months  after  requisite  proof  shal  have 

38  been  aflbrded  the  Corpontion  of  the  Ion  and  of  the  validity  of  the  daim  made^  such  proof  to  bidttde.  If  .tho, 

39  Corporation  dull  so  desire,  an  itemized  statement  of  the  claim,  ^vfa^  the  dates  when  the  losses  occnned. 


40  8.    No  salt  or  actioq  shall  be  maintained  ander  this  bond  until  after  three  months  from  the  date.oC.fi|inc 

41  pioof  with  the  Corporation,  nor  shatt  be  brought-at  all  nnlem  within  two  yean  from  the  tiaae  when  the  cansa  of 
4a    nctloo  aocraed. 


43  9.    In  the  case  of  disputed  fiabffity,  if  the  Corpontion  and  the  Employer  shall  so  elec^  any  daiaa 

44  heicnnder  shall  be  auljiect  to  aibitntion  in  the  manner  following:    The  Empfoyer  and  the  Coipontkm  Aall  cKh 

45  appoint  one  aibitralor;  such  art)it»tonshan  appoint  a  third;  and  the  dedaion  of  the  mi^ty  both  M  to  the  amount 

46  in  dispute  and  as  to  the  expenses  of  the  arbitntion  diall  be  final 
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CXV^^ontinuid 


<f         ftl  SllttffiS  WlfititS^,  the  Corpor«ition  has  cansed  thia  bond  to  be  ezecnted  by 
4^  its  authorised  Manageri  bat  this  bond  shall  not  be  in  force  nntil  conntersigned  by  a 


49  duly 


Agent  of  the  Corporation. 


so 
SV 


By 


5S 


C^mUm^fud^L 


Daiu^ 


AiimL 


i 


A 


B 


\ 
I 


i 
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CXVI 
SURETY  BOND  (SCHEDULE) 

THE INSURANCE  CO. 


yimovm. 


$ ^OND  No.  F.. 


in  amiUlffalUm  nf  a  cenai^  j^rfyKunklmr^f  Uie  statemenU  and  represeaUu 
•    tions  made  by. 


3  (hereinafter  called  tne^Efmployer) 

gv«»       4  (liereinafter  called   the   Corporation),  hereby  agrees 

5  to  reimburse  the  Employer,  subject  to  the  terms  and  conditions  herein  set  forth,  for 

6  the  loss  of  any  money  or  other  personal  property  (including  that  for  which  the 
^r^       7  Employer   is    responsible),  as^  shall  be  sustained  by  the  Employer  by  reason  of 

S  the  fraud,  dishonesty,  forgery,  theft,  embezzlement,  wrongful  abstraction  or  wilful 

9  misapplication  on  the  part  of  any  of  the  Employes  named  in  the  schedule  attached 

io  hereto  and  hereby  made  a  part  of  this  bond  or  hereafter  added  thereto  by  an  acceptance 

1 1  notice  executed  by  the  Corporation  during  the  term  of  this  bond  or  of  any  renewal  thereof. 
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tfl         The  foregoing  agreement  is  subject  to  the  following  conditions: 

^m,         13  u   The  Unn  of  this  bond  begins  00  t!w ■   ■■       ,      day  of 119 ,  at 

14    suwSard  time,  at  the  Employcr't  address  hereinbefore  stsied,  and  ends  oa  the  dqr  of.  . 


UaMllty, 


15    19 ,  at  noon,  Standard  tine,  at  the  taid  address.    In  OiM  thb  bond  it  tcoeired  for  one  or  moR  tenu^  <be  ottin 

t6  period  for  which  the  bood  is  in  force  shall  be  deemed  the  tern  of  die  bond. 

•r    17  s.    This  bond  may  be  continoed  fipoa  year  to  year  so  loQg  as  the  CoKpontloD  ind  the  Employer  agree  so  to  do^ 

18  but  the  aggn^ate  liability  of  the  Corporation  from  the  effective  date  of  thb  bood  to  the  date  of  the  expliation  or 

19  any  renewal  of  this  bond  for  or  on  aoooont  of  any  act  or  acts  of  any  Employe  specified  on  said  schedule  or  added 
so  thereto  shall  not  exceed  the  amoant  for  which  the  Employe  shall  have  been  ^edflcaBy  gbaianteed  at  the  thne  soeh 
as  act  or  acts  shall  have  been  oommitted. 

as  3.    TheCorporationsballnoCbeliablehereanderforanydeiuil^tbeprKeedsofwUcfaaball  have  been  applied 

t.\  to  the  payment  to  the  Employer  of  a  pre-existing  debt 

14  4.    This  bond  may  be  cancelled  by  the  Corporation  vpoo  thirty  deyiT  notice  to  the  Employer,  or  by  dbe 

9$  Employer  «pon  notice  in  wiiliQg  to  the  Corpoatioa  specifying  the  date  of  the  temdnatioD.    Thercnpon  the 

a6  Corporation  shall  relimd  the  oneamed  preminm  for  tiie  bond,  if  no  daim  hat  arisen  thereonder. 

wiMiioM    a7  5.    The  Employer  shall  file  with  the  Corporation  any  daim  for  which  the  Corporstion  Is  liable  hevennder  within 

lilobt 

4IUAU4I44.    ^^  Afteen  oKMiths  after  the  reiirement  of  any  Employe  firom  the  service  of  the  Employer,  or  within  fifteen  months-  after 

S9  the  bpsing  or  cancellation  of  this  bood  from  any  orase  whatsoever. 

NMinM      50  6.    The  Employer  shall  notify  the  Cbrportftion  of  any  act  of  any  Employe  which  woold  coBrtilate  «  dain 

31  hereunder   immediately  or  as  soon  as   practicable  after  such  act  shall  have  been  ditcoveted  by  the  Employer. 

3 a  The  Corporation  shall  be  responsible  hereunder  only  for  any  acts  of  the  Employe  up  to  the  tinM  of  tnch  discoveiy» 

33  and,  if  the  Emptoyer  shall  condone  any  fraudulent  act  of  the  Employe  and  cootinne  him  in  service  withoat  nolifyii^ 

34  the  Corporation*  all  losses  subsequent  to  such  condonation  shall  be  irrevocable  agsinst  the  Coiporataoo. 


rityanri      35  ^ .    Payment  of  cbim  under  this  bond  shall  be  made  within  three  calendar  months  after  requidte  proof  dial!  have 

eCcMM 

36  been  alToided  the  Corporation  of  the  Iocs  and  of  the  validity  of  the  daim  made,  sndi  proof  to  iadnde,  if  the 

37  Coiporation  shall  so  desire,  an  itemized  statement  of  the  claim,  giving  the  dates  when  the  losses  occoned.' 


B«pii*ytT*«    .g  3,    hq  gQit  Qf  action  shall  be  maintained  onder  diis  bond  until  aner  three  months  from  the  date  of  filins 

'"*"'^"      39  proof  with  the  Corporation,  nor  shall  be  broH^  at  all  enlrw  within  two  years  from  the  time  when  the  canae  of 

40  artion  accrued. 

AiMiratkm   41  9.    In  the  case  of  disputed  liability,  if  the  Corporation  and  the  Employer  shall  so  elect,  any  daim  ouKle 

ibMttty       ^^  hercnnder  shall  be  subject  to  aibitntion  hi  ^  manner  ft)Oowta^.    The  Employer  and  the  Cocpofsdoii  shall  endi 

43  appoint  one  arbitrator ;  such  arbitrators  AaU  appoint  a  third ;  and  die  dedsiott  of  the  majority  both  aa  to  die 

a 

44  in  dispute  and  as  to  the  expenses  of  the  aiUtntion  shall  be  finaL 
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CXn-^Continued 


<S  3hl  Wnxnn  9U|ftf llC  tBe  CorporatioiL  has  cansed  this  bond  to  be  executed  by 

46  its  authorised  Manager,  bnt  this  bond  shall  not  be  in  force  until  countersigned  by  a 

47  duly  authorised  Agent  of  the  Corporation. 
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CONTRACTORS'  BOND 


NO. 


S. 


Xmnit  all  4btt  lig  ll|D»r  9rMniifl«  unt 


A  eovpontkm  organiaed  nnder  the  laws  of  the  Stttf  **f 

(Iwreinaltcr  caUed  the  Prindpal)  aa<f  the  FIDELITY  AND  GUARANTY  COM- 

PANY, «  corpontioii  created  and  existiog  under  |he  laws  of  the  State  of  Marjlaad,  and  whoee  principal  ofiee 
b  located  in  (hereinafter  called  the  Surety),  are  h^d  and  fimty  hound  unto 


<hereinafter  called  the  Obligee),  in  the  full  an 


ium  o{- 


to  the  payment  of  which  sum,  well  and  tnily  t 
•saigns,  and  the  said  Surety  binds  itself,  its  s 
presents. 

Signed,  sealed  and  delivered  thii 

S^fmUi*  Mid  Principal  has  entered 


Dollars,  lawful  money  of  the  United  States, 

ide,  the-  said  Principal  binds  itself,  its  suoeessofs  and 


and  assigns,,  jointly  and  severally,  firmly  by  these 


day  oL 


rtain  written  contract  with  the  Obligee, 


.A.  D.  10- 


APPENDIX  503 

CXVll-^oniinued 
Ita,  UpriffiUf.  The  eMdition  of  the  fofCfoing  obligatiao  i<  tiieh  thfct  if  the  taid  Principal    ihall 

wen  aad  tnily  {odemnify  and  Mve  hannlen  the  said  ObHgee     from  any  pecaniary  Ion  reaalttng  from  the 

breach  of  any  of  the  tenne,  coveaanta  and  condiiioos  of  the  said  contract  on  the  part  of  the  said  Principal 

to  be  performed,  then  thb  obligation  shall  be  Toid;  otherwise  to  remain  in  fall  force  and  effect  in  law: 

PROVIDED,  however,  that  thii  Bond  is  issued  jMibject  to  the  followiaf  conditions  and  provisions: 

JFbmL— That  no  liability  shall  attach' to  the  Surety  hereonder  unless,  in  the  event  of  any  default  on  the 

part  of  the  Pimctpal    in  the  perfomaace  of  any  of  the  terms,  covenants  or  conditiont  of  the  said  contract, 

tfie  ObUfee    shall  promptly,  ai\d  fat  any  event  not  later  than  thirty  days  after  knowledge  of  such  defsnit, 

deOver  to  the  Surety  at  its  ofice  in  the  Gty  of  Mrritten  notice  thereof  with  a  statement  of  the 

principal  facts  showing  snch  default  and  the  date  thereof;  nor  ^RlRlje  said  Obligee    shall  deliver  written 

nociee  to  the  Surety  at  its  office  aforesaid,  and  the  consent  of  cMFtexty  thereto  obutned,  before  making  to 


the  Principal    the  final  payment  provided  for  under  ifce  contilbrkaiEtn  referred  to. 


AfCmilL  -That  in  case  of  such  default  on  the  part  of  ^^^rac^P^*  •  *^*  Surety  shall  have  the  right, 
if  it  ao  desire,  to  assume  and  complete  or  procure  the  complet^Hiaaid  contract ;  and  In  case  of  such  default, 
the  Surety  shall  be  subrogated  and  entitled  to  all  the  righAlriuillJrupertics  of  the  Principal  arising  out  of 
the  said  .contract  and  otherwise,  including  all  securities  and  IntAnvties  theretofore' received  by  the  Obligee 
and  all  deferred  payments,  retained  percentages  and  credit^gi^^the  Principal  at  the  time  of  such  default, 
or  to  become  due  thereafter  by  the  terms  and  dates  of  the  contract. 

Q^tril.— That  in'no  event  shall  the  Surety  be  liable  for  a  greater  sum  than  the  penalty  of  this  Bond, 

or  subject  to  any  suit,  action  or  other  proceeding  thereon  that  is  instituted  later  than  the 

day  of , ., V  D.  19 

IfntlBi^ — {a.)  I  That  the  Surety  shall  not  be  liable  for  damages  for  injuries  to  the  person  of  anyone, 
nader  or  by  authority  of  any  statutory  provision  for  damages  or  compensation  to  any  employe,  or  otherwise; 
and 

(b.)    Shan  not  be  obligated  to  furqiih  any  bond  or  obllgatioa  other  than  the  one  executed. 
3b  iMtUumg  ai^nrnf,  the  laid  Principal  has  caused  these  presents  to  be  sealed  with  its  corporate  seal, 
attested  by  the.signature  of  its  duly  authorised  officers. and  the  said  Surety  has  caused  these  presents  to  be  sealed 
with  iu  corporate  seal. duly  attested  by  the  signature  of  its  Attomey-m-lact,  the  day  and  year  ftrst  above  written. 

. (SEAL) 

Signed,  sealed  and  delivered  in  the 

pre«eqce  ot  , ^ _-(SEAL) 


—(SEAL) 
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Abandonment,  fire,  208 

marine,  284 
"Abstract  plant,"  312 
Acddent  and  health  insurance,  138-152 
analysis  of  policies,  145-148 
compulsory   health   insurance,    150- 

152 
losses  due  to  accidents,  138-139 
rates,  149-150,  app.  XIX 
reserves,  150 
types  of  policies,  141-145 
Account  bonds,  342 
Actual  cash  value,  meaning  of,  205-206 
Actual  loss  rati-),  181 
Actual  total  loss,  marine,  284 
Adjustment  of   face  value,   life,   see 

Face  Value 
Adjustment  of  losses,  credit  insurance, 
331-333 
fire  insurance,  261-265 
marine  insurance,  282-283 
title  insurance,  316 
Adjustment    of    premiums,    life,    see 

Premiums 
Advantages    and    disadvantages    are 
discussed     under     the    subjects 
to  which  they  pertain 
Adverse  selection,  107 
Agents,  life 

contract,  42,  app.  V 
general  agents,  40-41 
soliciting  agents,  41 
property 
contract,  42,  43,  app.  XLIX 
general  agents,  42 
local  agents,  42-43 
special  agents,  42 
Agreements,  rate,  295-296 
Alterations,  of  building,  215 
Amounts  covered  by  fire  policy,  205- 

210 
Analyses   of   policies,   see   under   the 

various  types  of  insurance 
Analytic   system,    239-240,    app.   LII- 

LVI,  also  see  Dean  Schedule 
Annual  premiums,  life,  82-83 
Annuities,  last  survivor,  69 
life,  65 


reversionary,  69 
Annuity  due,  82 
Appeal  bonds,  342 
Application,    for    life   insurance,    124, 

app.  I  and  II 
Apportionment  of  surplus.  111,  112 
Apportionment  and  contribution,  fire^ 

262-265 
Appraisal,   fire,   259-260 
Assessment  insurance,  128-129 
Assignment,  fire 

after  a  loss,  197-198 
before  a  loss,  196-197 
method  of  assigning,  195-196 
necessity  for,  194-195 
policy  provision  relating  to,  195, 
219-220 
life 
form,  app.  VIII 
method,  123-124 
purpose,  122-123 
title,  315 
Associations,  underwriters^ 
fire,  44 
local,  47-50 

Lloyds,  34-35,  app.  LX 
marine,  294-295 
national,  46-47 

National    Board    of    Fire    Under- 
writers', 45 
sectional,  47-50 
Assumption  of  risk,  157 
"At  and  from,"  meaning  of,  278 
Attachment  bonds,  342 
Automatic  sprinkler  system,  230 
Automobile  insurance,  299-310 
collision  insurance  policy,  305,  app. 

CIV 
collision  insurance  rates,  305-306 
commercial  cars,  304,  306,  309 
fire  insurance  policy,  306-307,  app. 

CVI 
fire   insurance   rates,   307-310,   app. 

CIX.  CXI 
liability  and  property  damage  rates, 

300-305,  app.  CX,  CXII 
liability  policies,  299-300,  app.  CII 
manufacturer's    and    dealer's    cars, 
304-305,  306,  309 
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private  passenger  cars,  300-301,  305- 

309 
property  damage  policies,  300,  app. 

CV 
public  automobiles,  303-304,  306,  309 
theft  insurance,  310 
types  of  companies,  299 
types  of  coverage,  299 
Average  clause,  233-244 
Average,  law  of,  its  operation  in  in- 
surance, 22-26 

B 

Balance  sheet,  fire  insurance  company, 
247-248 

life  insurance  company,  96 

marine  mutual,  app.  CI 
Barratry,  270 
Beneficiaries,  compensation  insurance 

schedule  of  benefits,  164-166 
Beneficiary,  life,  120-121 

change  of,  121-122 
Benefits  of  insurance  (uses),  3-18 
Benefits,    schedule    for    compensation 

insurance,  164-166 
Binder,  fire,  210,  app.  XLI 

marine,  app.  LXI 
Blanket  policies,  fire,  224-225 

marine,  272 
Bonding,  see  Corporate  Bonding 
Bonds,  see  Corporate  Bonding 
Bradstreet's,  328 
Branch  ofiice  system,  41 
Brokers,  43-44 
Builder's  risk,  274-275 
Burial  expenses,  165 
Business  .failures,  322-324 
Business  interruption  indemnity,  209 
Business  uses  of  insurance,  see  Uses, 
3-18 


Calculation    of    premiums,    see    Pre- 
miums 
Calculation  of  reserves,  see  Reserves 
Cancellation  of  fire  policy,  211-213 
Cancellation  notice,  app.  XLII 
Cargo  policies,  271,  app.  LXII 
Cash  surrender  values,  103-105 
developments  of  cash  value  clause, 
104-105 
Certificates  of  insurance,   automobile, 

app.  cm 

fire,  196 


Chattel  mortgage,  216-217 
Children,  insurance  on,  130 
Claims,    settlement    of,    compensatioii 
insurance,  166-167. 
life  insurance,  125 
Classes  of  marine  policies,  271-273 
Classification,  of  insurance  organiza- 
tions, 28-38 
of  underwriters'  associations,  44-45 
see    also   under   particular   subjects 
Clauses  endorsed  on  fire  policies 
decreasing  liability  or  hazard,  229- 

230 
emergency  clauses,  230-231  ' 
limiting  amount  payable,  231-233 
permits   waiving  policy  provisions, 

229 
pertaining  to  title  or  interest,  230 
Clauses,  marine,  see  app.  LXII-C 

fire,  222-233,  app.  XXXI-XL 
Co-insurance  clause,  credit  insurance, 
332-333 
fire  instjrance,  231-232,  app.  XXXI 
Collision  insurance,  automobile 
policy,  305,  app.  CIV 
rates,  305-306 
marine,  290-291      ' 
Collision  of  vessels,  290-291 
Combination  accident  and  health,  143, 

app.  XVII,  XVIII 
Commercial  cars,  304,  306,  309 
Commission  form,  223 
Conunissions,  43,  app.  V,  XLIX 
Conmiunity  benefits  of  insurance,  15-18 
Companies,  types  of,  28-38 
Compensation  laws 
accidents  covered,  163-164 
classification  of,   app.  XXI,  XXII 
insurance      requirements,      167-168, 

app.  XXII 
methods  of  insurance,  168-171 
nature  of,  162-163 
Compensation    poUcy,    171-172,    app. 

XXIII 
Compensation  reserves,  178-183 
Compound  interest,  75-76 
Concurrent  policies,  262-263 
Consequential  damage  clause,  229 
Constructive  total  loss,  284-285 
Contingent  or  survivorship  insurance, 

68-69 
Contract    bonds,    339,    346-347,    app. 

CXVII 
Contribution,  fire  losses,  262-265 
Contributory  negligence,  151 
Convertible  feature,  58,  134-135 
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Corporate  bonding 
bonds    covering    honesty,    339-342, 
app.  CXV,  CXVI 
account  bonds,  342 
fidelity  bonds,  339-342 
bonds   involving  financial   strength 
only,  court  bonds 
appeal  bonds,  342 
attachment  bonds,  342 
bonds  for  cost,  342 
bonds  for  distraint  of  rent,  342 
indemnity  bonds  to  sheriff,  342 
injunction    or    mandamus    bonds, 

342 
replevin  bonds,  342 
bonds  involving  honesty  and  ability 
fiduciary  bonds,  345 
license  bonds,  345-34^ 
public  official  bonds,  343-345 
bonds     involving    honesty,     ability, 
and  financial  strength 
contract     bonds,     346-347,     app. 

CXVII 
depository  bonds,  347-348 
franchise  bonds,  347 
bonds  involving  honesty  and  finan- 
cial strength 
custom  house  bonds,  349 
internal  revenue  bonds,  348-349 
lost  instrument  bonds,  348 
miscellaneous  bonds,  349 
development  of,  336 
divisions  of  the  subject,  338-339 
nature  of  suretyship,  336-337 
rate  making,  349-350 
Corporation  insurance,  120 
Cost,  elements  of  in  life  insurance,  72 
Court  bonds,  342 
Coyerage — see     under     the     various 

types  of  insurance 
Credit  insurance,  322-335 
analysis  of  policy,  325-335 
adjustment  of  loss,  331-333 
application,  325,  app.  CXIV 
coverage,  327-330 
endorsements,  334 
insolvency,  330-331 
insuring  clause,  326-327 
premium,  327 
salvage,  335  , 
termination,  333-334 
business  failures,  322-324 
credit  ratings,  327-328 
general  plan,  324 
limited  policies,  324 
normal  loss,  332-333 


"optional"  policy,  327 

policy  limits,  329 

types  of  policies,  324-325, 

unlimited     policies,     324-335,     app. 
CXIII,  CXIV 
Credit,  insurance  as  a  basis  of,  8-10 
Credit  ratings,  327-328 
Cross  liabilities,  290-291 
Custom  house  bonds,  349 

D 

Daily     report     (fire     agents),     app. 

XLVII 
Dangerous      article,      229-230,      app. 

XXVIII 
Dealers  cars,  304-305,  306,  309 
Dean  schedule 
basis  rate,  239-240,  app.  LII 
calculation    of    building    and    con- 
tents rate,  240,  app.  LVI 
calculation    of    building   rate,    240, 

app.  LV 
contents  table,  app.  LIII 
occupancy  table,  240,  app.  LIV 
Deductible    average   clause,   288 
Deferred  dividends,  115-116 
Definition  of  insurance,  19 
Depository  bonds,  339,  347-348 
Depreciation,  205,  207 
Description  of  property,  224 
Development  of  corporate  suretyship, 

336 
Deviation,  270 

Diagram— showing  fire  insurance  re- 
serve, 250 
Diagrams    showing    investment    ele- 
ment in  life  insurance 
endowment,  64 
limited  payment  life,  62 
ordinary  life,  61 
term  insurance,  59 
Diagrams    showing    loading    of    life 
insurance  premiums 
combination  loading,  87 
flat  loading,  86 
Diagrams  showing  reserves  on  differ- 
ent types  of  policies,  93 
Differences    between    life    and    other 

forms  of  insurance,  26-27 
Direct  loss,  by  fire,  202-203 
Disability,  70,  139-141,  app.  Ill,  IV 
partial,  147,  165 
total,  146-147,  164 
Distribution  of  cost  by  insurance,  7-8 
Distribution  of  dividends,   115-116 
Distribution  of  surplus,  112-113 
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Dividends,  life 

illustrative,  114,  116 

nature  of,  113 

options,  117-118 

size  and  importance,  113-114 

sources  of,  116-117 

special  types,  116 
Divisible  surplus,  113 
Doctrine  of  entirety  of  contract,  214- 

215 
Djmamo  clause,  229 


Effect  of  premiums  on  reserve,  89-93 

£.  G.  Richards,  240 

Electric  cars,  309 

Electricity,  230 

Employers'  liability — see  Liability 

Endorsements — see  Clauses 

Endowment  policies,  63-64,  app.  Ill 

Entirety  of  contract,  214-215 

Events  covered  by  fire  policy,  202-205 

Excess  floater,  225-226 

Exemption   from    liability   under   fire 
policy,  203-205 

Expenditures,  marine,  289-291 

Expenses,  life  insurance,  83-84 

Experience,  grading  and  rating  sched- 
ule, 240-242 

Experience    rating—compensation    in- 
surance, 177 
fire  insurance,  235,  240-242 


Face  value,  adjustment  of  in  life  in- 
surance, 69 
decreasing,  69 
disability,  70 
multiple  indemnity,  69 
Fellow  servant  doctrine,  157 
Fidelity    bonds,    339-342,    app.    CXV, 

CXVI 
Fiduciary  bonds,  339,  345 
Fire  insurance,   185-266 
Fire  insurance  binder,  210,  app.  XLI 
Fire     insurance     contract,     analyzed, 
199-221 
coverage,  202-210 
N.  Y.  Standard  policy,  app.  XXX 
Fire     insurance     policy,     automobile, 

306-310,  app.  CVII 
Fire  insurance  rates,  234-244 
Fire  underwriters'  associations,  juris- 
diction, 44-45,  app.  L 
maps  showing  jurisdiction,  app.  L 


Fixed  loss  ratio,  181-183 
Fleet  policies,  272 
Floater,  excess,   225-226 
Floating  policies,  fir^e,  224-225 

marine,  272 
Forms  and  clauses  used  in  fire  insur- 
ance,    222-233,      app.     XXXI- 
XLVIII 
descriptive  forms,  222-225 
covering  more  than  one  location, 

224-226 
description  of  property,  224 
location  of  property,  224 
ownership,  222-223 
those    covering    other    than    direct 
loss,   226-228 
profit  insurance,  228 
rent  insurance,  228 
sprinkler   leakage   insurance,  228 
use  and  occupancy,  226-228,  app. 
XL 
Formula,       compensation       insurance 
premium,  175 
life    insurance    reserve   calculation, 

98-99 
use  and  occupancy,  227 
Franchise  bonds,  339,  347 
Fraternal  insurance 
compared  with  old  line  insurance, 

128 
description,  126-128 
history,  126-128 
valuation,  app.  XIV 
Fraud,  effect  of,  217,  257-258 
Free  of  particular  average,  287,  app. 
LXXIV,       LXXXIII,       XCIII, 
XCV,  XCVIII 
F.  P.  A.  A.  C,  287,  app.  XCIII 
F.  P.  A.  E.  C,  287,  app.  XCV 
Freight  policies,  271 
Functions  of  insurance,  see  Uses,  3-18 


Gains,  from  forfeitures,   117 

from  investments,  117 
Gasoline   and  gas  permits,  230,  app. 

XXXVIII 
General  agents,  life  insurance,  40-41 

property  insurance,  42 
General  average,   281-283 
General  expenses,  84 
General  or   unlimited    accident   poli- 
cies, 142-143,  app.  XVIII 
Government  insurance,.  35-38 
Gross  premiums,  83-88 
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Group  insurance 

method  of  insuring,  132 

nature  of  plan,  132 

the  premium,  133-135 
Guaranteed  mortgages,  319-320 
Guaranteed  mortgage  certificates,  320 
Guaranteed  values,  103-107 

H 

Household  form,  app.  XXXV 

Hull,  see  Vessels 

Hull  marine  policy,  app.  LXIH 

I 

'lllustratiye"  dividends,  114,  116 

Immigrant  bonds,  348-349 

Inception    and    termination    of    fire 

policy,  210-213 
Incontestable  clause,  124 
Indemnity  bonds,  342-343 
Indemnity,  double,  69 

multiple,  69, 

principle  of,  187 
Industrial  accidents 

diseases,  157 

distribution  of,  156 

extent  of,  155-156 

prevention  of,  156-157 
Industrial  life  insurance 

origin  and  purpose,  129-130 

rates,  app.  VII 

the  S3rstem  explained,  130-132 
Industrial  or  corporate  accident  and 

health  policies,  144-145 
Injunction  bonds,  342 
Insolvency,  330-331 
Installment  insurance,  65-68 
Insurable   interest,   in   fire   insurance, 
187-198 
classification   of   insurable    inter* 
ests,  189 

in  general,  21-22 

in  life  insurance,  119-120 

in  marine  insurance,  269 
Insurance 

as  a  provision  for  old  age,  15 

associations,  44 

brokers,  43-44 

certificates,  196,  app.  CIII 

definition  of,  19 

government,  35-38 

in  general,  3-50 

investment  feature,  13,  14,  59,  61,  62, 
64 

kinds  of 

accident    and    health    insurance, 
138-152 


automobile  insurance,  299-310 
corporate  bonding,  336-350 
corporation  insurance,  120 
credit  insurance,  322-335 
fire  insurance,  185-266 
liability  and  compensation  insur- 
ance, 153-184 
life  insurance,  51-137 
marine  insurance,  267-295 
mortgage  insurance,  see  Title  in- 
surance 
partnership  insurance,  120 
profit  insurance,  228 
rent  insurance,  228 
riot   and   dvil   commotion   insur- 
ance, 204,  app.  LVII 
sprinkler  leakage  insurance,  228, 

app.  XXXIX 
title  insurance,  311-321 
use  and  occupancy  insurance,  226- 
228,  app.  XL 
organization  of  business,  39-50 

office  organization,  39-40 
prerequisites  of,  19-21 
principles  underlying,  19-27 
purposes,  3-18 
uses  of,  3-18 
Insurance  organizations,  types  of,  28'> 

38 
Interest,  compound,  75-76 

policies  (marine),  271,  app.  LXXXI 
Interinsurers,  app.  LX 
Internal  revenue  bonds 
Investment  element  in  life  insurance 
endowments,  64 
limited  payment  life,  62 
ordinary  life,  61 
term  insurance,  59 
Investment  expenses,  84 
Investments,  permitted  classes,  108 


Joint  life  insurance,  68 


Key  rate,  238 

Kinds  of  insurance,  see  Insurance 
policies,  see  insurance  concerned 
premiums,  see  Premiums  and  Rates 


Land  titles,  311-312,  see  Title  insur- 
ance 
Lapse,  105-107 
Last  survivor,  68 
Last  survivor  annuities,  69 
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Latent  defect,  2S8,  app.  LXXXIX 
Law  of  average,  23-24 

operation  of,  24-26 
Law  of  negligence,  157-158 
Laws,   compensation,    see    Compensa- 
tion Laws 
non-forfeiture,  104-105 
Laws  of  probability,  22-23 
Lawyer's  abstract,  312 
Legal   reserve,   life  insurance,   95-100 
Level  premium,  82-83,  90-91 
Liability  and  compensation  insurance, 

153-183 
Liability  and  property  damage  rates, 
automobile,   300-305,    app.   CX, 
CXI,  CXII 
Liability,  employers 
insurance,  158 
policy,  158-159 
rates,  159-160 
Liability  policies,  automobile,  299-300, 

app.  CII 
License  bonds,  345-346,  339 
Life  compared  with  other  forms  of  in- 
surance, 26-27 
Life  insurance,  51-137 
Lighterage  clause,  app.  LXXXVIII 
Lightning  clause,  205 
Limited    accident    policies,    142,    app. 

XVI,  XVII 
Limited  payment  life  insurance,  61-63 
Limited  policies,  accident  and  health 
insurance,  143,  app.  XVI 
credit  insurance,  324 
Lloyds  Associations,  34-35,  app.  LX 
Loading,  of  premium,  83-88 

savings  from,  117 
Loan  values,  104 
Loans,  on  life  policies 
described,  106 
extent  and  nature,  106-107 
Local  associations,  47-50 
Location  of  property,  224 
Loss  payable  clause,  191,  195,  230,  app. 

XXXVII 
Loss  reserves,  compensation  insurance, 

178-183 
Loss  settlement,  fire,  256-265 

agreement  and  appraisal,  259-260 
classifications   of   policy    provisions 

relating  to,  256 
estimation  of  amount  of  loss,  257- 

259 
net  liability  of  company,  261-265 
preservation  of  property,  256-257 
Lost  instrument  bonds,  342 


M 

Mandamus  bonds,  342 

Manual  rate,  compensation  insurance, 

172,  app.  XXV 
Manufacturer's  cars,  304-305,  306-309 
Maps  of  Fire  Underwriters'  Associa- 
tions, app.  L 
Marine  insurance,  267-295 
analysis  of  policy,  277-281 
associations,  294-295 
different  classes  of  pojicies,  271-273 
endorsements,  app.  LXV-C 
factors   affecting   marine   insurance 
rates,  291-295 
competition,  294-295 
nature  of  die  trade,  293 
policy  conditions,  295 
statistical  experience,  293-294 
subjects  of  insurance,  291-292 
the  insured,  292-293 
underwriting  judgment,  295 
factors  essential  to  valid  contract, 

269-270 
mutuals,  270,  app.  CI 
nature  of  contract,  269 
types  of  losses,  281-291 
types  of  underwriters,  270-271 
uses  of  policies,  273-277 
Medical  aid,  165 

examination,  app.  II,  59,  130 
Memorandum  clause,  app.  LXII 
Merit  rating,  compensation  insurance, 

175 
Methods  of  loading,  83-85 
Minimum   rates,   fire   insurance,   235- 

237 
Mobile  bill,  127 
Modified    preliminary    term    reserve 

valuation,  102 
Monthly    report,    (fire    agents),    app 

XLVIII 
Mortality  savings,  116-117 
Mortality  tables 

American  Experience,  73-74 
National    Fraternal    Congress,    73, 
127 
Mortgage— chattel,  216-217 
clause,    192-194,   230,   app.   XXXII, 
XXXIII 
Mortgage  insurance,  see  Title  insur- 
ance 
Mortgagee,   policy  provision   relating 
to,  212,  219,  258,  261 
protecting  hi£  interest,  189-194 
Mortgagee's  risk,  title  insurance,  317- 
319 
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Mutuals,  30-32,  169,  270,  app.  XXVII, 
CI 

N 

Named  policies,  272 

National  associations,  45 

National  Board  of  Fire  Underwriters, 

45 
National  Fraternal    Congress    Table, 

127 
National  title  insurance,  319 
Natural  premium,  76-77 
Nature  of  suretyship,  336-337 
Negligence,  contributory,  157 
Net  cost,  114 

Net  single  premium,  78-83 
New  York  Conference  Bill,  127 
Non-cancellable   accident   and   health 

policies,  143-144,  app.  XVIII 
Non-concurrent  policies,  263-265 
Non-forfeiture  laws,  104-105 
Non-participating     policies,     110-111, 

114 
Noon,  meaning  of,  210 
Normal  loss,  332-333 


Obligee,  338 

Occupancy  table — Dean  Schedule,  240, 

app.  LIV 
Universal  Mercantile  Schedule,  238 
Occupation,  classification  for  accident 

rates,  149 
Open  cargo  forms,  272,  app.  LXII 
Open  or  unvalued  policies,  272 
Operation  of  law  of  average,  24-26 
"Optional"    policy,    credit    insurance, 

327,  app.  CXIII 
Ordinary  life,   59-61 
Organization    of    insurance    business, 

39-50 
Organizations,     types     of    insurance, 

28-38 
Origin  of  surplus,  110 
Owner's    risk,    title    insurance,    313- 

317 
Ownership  of  property,  218-219,  222- 

223 


Paid-up  insurance,  60-105 
Partial  disability,  147-165 
Partial    losses    in    marine   insurance, 
285-289 

cargo,  285-287 

freight,  289 

vessel,  287-289 


Participating  policies,  110-111 
tables  comparing  participating  with 
non-participating,  114 
Particular  average,  283 

free  of,  287,  app.  XCV 
Parties  to  fire  contract,  201 
Partnership  insurance,  120 
Passenger  cars,  300-301,  305-309 
Payment  of  claims  (life),  124 
Pecuniary  interest,  120 
Perils    covered    by    marine    policies, 

279-281 
Perpetual  policy,  245,  app.  XXIX 
Persona]  insurance,  39-40,  Part  II 
Philadelphia     Contributionship,     plan 

of,  app.  XXIX 
Policies,  see  under  the  kind  of  insur- 
ance concerned 
Policy  loans,  106-107 
Policy  proof  of  interest,  marine,  271, 

app.  LXXXI 
Policy    provisions,    see    classifications 
and     analyses     under    various 
types  of  insurance 
Port  risk,  274 
Preliminary   term   reserve   valuation, 

101 
Premiums,  accident  and  health,   149- 

150 
Premiums,  credit  insurance,  327 
Premiums,  fire 
calculation,  etc.,  see  Rates 
policy    provisions    concerning,    201- 
202 
Premiums,  life,  71-78 
adjustment  of,  69 
decreasing,  69 
return  of,  69 
waiver,  69 
calculation  of 
annual     level    premiums,    82-83, 

app.  VI 
gross  premium,  83-88 
net  single  premium 
endowments,  80-81 
term  policy,  78-79 
whole  life,  79-80 
effect  of  premiums  on  reserve,  89-93 
group  insurance,  133-135 
industrial   insurance,    130-131,   app. 

VII 
loading,  methods  of,  83-88 
sub-standard  lives,  137 
table  of  annual  rates,  54,  72,  app.  VI 
Premiums,  liability,  159-160 
Premiums,  marine,  see  Rates 
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Premiums,  title  insurance,  319 
Premiums,    workmen's    compensation, 

172-177 
Prerequisites  of  insurance,  19-21 
Preservation  of  property,  256-257 
Principal,  in  corporate  bonding,  337 
Principles  of  compensation  insurance, 

161-162 
Principles  of  insurance,  19-27 
Principles  of  probability,  22-23,  73-75 
Private  passenger  cars,  300-301,  305- 

309 
Probability,  application  of  theory  of 

probability  to  insurance,  22-23, 

73-75 
Profits  insurance,  22S 
Proof  of  loss,  fire,  258,  app.  XL VI 
Proofs  of  death,  125,  app.  XII,  XIII 
Proper  policy,  53 
Property   damage   policies,   300,   app. 

CV 
Property  damage  rates,  300-305,  app. 

CX,  CXI,  CXII 
Prospective  reserve,  98-99 
Protection  and  indemnity  associations, 

271,  app.  LXIV 
Public  automobiles,  303-304,  306,  309 
Public  official  bonds,  343-345 
Pure  premium,  160,  173-175 


Universal  Mercantile  Schedule,  237- 
239,  app.  LI 
Rates,  marine  insurance,  factors  af- 
fecting 

competition,  294-295 

nature  of  the  trade,  293 

policy  conditions,  295 

statistical  experience,  293-294 

subjects  of  insurance,  291-292 

the  insured,  292-293 

underwriting  judgment,  295 
Rates,  life,  see  Premium 

table  of  annual  life  insurance  rates 
on  various  policies,  54,  72,  app. 
VI 
Rebates,  48 

Reciprocals,  32-33,  app.  LVIII-LX 
Reduced  rate  clause,  app.  XXXI 
R.  G.  Dun  k  Company,  328 
Regulations  (state)  fire 

(state)  life,  107-109 
Reinsurance  reserve,  245-246 
Release  of  interest,  124,  app.  X 
Renewable  feature,   57-59 
Renewal  commissions,  app.  V,  XLIX 
Renewal  receipt,  app.  XLIII 
Rent  insurance,  228 
Replevin  bonds,  342 
Representations,  124 


\  Requirements  for  insurance,  19-;Z1 

'^  \/Reserves,  accident  and  health  insur- 

Rates,   accident   and  health,   149-150,  \/\       ance,  150 

app.  XIX 
Rates,  automobile  insurance 
collision,  305-306 
fire,  306-310 
liability  and  property  damage,  300- 

305,  app.  CX,  CXI,  CXII 
theft,  310,  app.  CXI 
Rates,  corporate  bonding,  349-350 
Rates,  fire  insurance 
analytic  system,  239-240 
calculation  of 


^Reserves  in  fire  insurance 
calculation  of,  249-253 
definition,  245 

diagram  showing  reserve,  250 
illustration   of   reserve   calculation, 

251 
importance  of 

financially,  247 

to  premium  payments,  246-247 
object  of,  245-246 
state  legislation  relating  to,  253-255 


Dean  Schedule,  240,  app.  LV,  LVI  ''*  Reserves,   liability   and   compensation 


Universal    Mercantile    Schedule, 

237-239 
classification  of,  235 
Experience    Grading     and    Rating 

schedule,  239-242 
experience  rating,  235 
factors  involved,  234 
judgment  rating,  235 
minimum  rates,  236-237 
schedule  rates,  23 
schedule  rating,  235 
short  rate,  212,  236 


insurance,  178-183 
Reserves,  life,  nature  of,  89 

calculation  of,  97-100 

diagram    showing    growth    of    re- 
serves on  various  policies,  93 

preliminary  term  reserve  tables,  102 

prospective,  98-99 

retrospective,  90-92,  99  , 

select  and  ultimate  table,  101 

size  and  importance,  95-97 

special  methods  of  valuation,   100- 
10$ 
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table   oomparing   net   reserve  with 

cash  and  loan  values,  104 
table   comparing  terminal   reserves 
at  different  rates  of  interest,  94 
table  of  aggregate  and  individual 

terminal   reserves,  91 
table  of  reserves  on  different  kinds 

of  policies,  92 
valuation  of,  98-99 
Reserves,  surrender  values  and  loans 

(life),  89-109 
Retrospective  reserve,  90-92,  99 
Reversionary  annuities,  69 
Riot  and  civil  commotion  clause,  ma- 
rine, app.  XCIX 
Riot  and  dvil  commotion   insurance, 
205,  app.  LVII 
S 
Salvage,  credit  insurance,  335 

marine  insurance,  290 
Saving,  made  possible  by  insurance, 

12-13 
Schedule  rates,  237 
Schedule     rating,     automobile    insur- 
ance, app.  CIX 
compensation     insurance,     175-177, 

app.  XXVI 
fire  insurance,  235,  app.  L-LVI 
Seaworthiness  of  vessel,  269-270 
Sectional  associations,  47-50 
Select  and  ultimate  reserve  valuation, 

102-103 
Selecting  proper  policy,  53 
Self-insurance,  28-30 
Services,  of  insurance,  see  Uses,  3-18 
of  national  associations,  46-47 
of  sectional  «and  local  associations, 
47-50 
Settlement  expenses,  84 
Settlement    of    claims,    compensation 
insurance,  166-167 
fire  insurance,  256-265,  see  Losses 
life  insurance,  125 
Short  rate  table,  compensation  insur- 
ance, app.  XXIII 
fire  insurance,  212,  236,  app.  XLIV 
Single  premium  policy,  54-55 
calculation   of  premiums,   see   Pre- 
miums 
Social  insurance,  155 
Special  contracts,   life   insurance,   68- 

70 
Special  forma  of  life  insurance,  126- 

137 
Special  methods  of  life  insurance  re- 
serve valuation,  100-103 


Special  types  of  ngiarine  policies,  272- 

273 
Spontaneous  combustion  clause,  229 
Sprinkler  leakage  insurance,  228,  app. 

XXXIX 
Sprinkler  system,  230 
Standard  building,  238 
Standard  dty,  238 
Standard  fire  policy,  199-221 
classification  of  provisions,  200-201 
extent  of  protection,  202-213 
parties  to  the  contract,  201 
rate,    premium    and    consideration, 

201-202 
suspension  and  voidance,  213-221 
Standard   mortgagee   clause,    192-193, 

app.  XXXII,  XXXIII 
State  fund,  36,  app.  XXVIII 
State  insurance,  36-38 
State    regulation    of    fire    insurance 

rates,  242-244 
State  supervision  and  regulation,  fire, 
242-244,  253-255 
life,  107-109 
Statement    of    income    and    disburse- 
ments, life  insurance  company, 
97 
Stock  companies,  33-34 
Subrogation,  261-262,  281,  app.  C 
Sub-standard  lives 
description,  136 
method  of  rating,  136-137 
Sue  and   labor  clause,   289-290,   app. 

LXIII 
Suits,  261 
Surety,    see   corporate    bonding,    337- 

338 
Surety  bond,  individual,   app.   CXV 

schedule,  app.  CXVI 
Suretsrship — see  corporate  bonding 
Surplus  and  dividends,  110-118 
Surplus,  in  life  insurance 
apportionment,  111-112 
distribution,  112-113 
origin,  110 
Surrender  charges,  103-104 
Surrender  of  policy,  app.  XI 
Surrender  values,  103-105,  app.  Ill 


Table  of  life  insurance  rates,  54,  72 
Table  of  ratings,     credit     insurance, 

329 
Table  of  surrender  values,  app.  Ill 
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Tables   comparing   participating   and 
non-participating    policies,    114 
Tables  of  mortality,  72 

American  experience  table,  74 
Tables  of  reserves 
aggregate  and   individual  terminal 

reserves,  91 
comparison  of  terminal  reserves  at 

different  rates  of  interest,  94 
individual     terminal     reserves     on 

different  kinds  of  policies,  92 
net    reserves    compared    with    cash 

and  loan  values,  104 
preliminary  term  reserve,  101 
select  and  ultimate  reserve,  102 
Term  insurance,  diagram  showing  in- 
creasing premium  on  term  pol- 
icy,   59 
life,  56-59 
Termination  of  policies,  fire,  211-213 

life,  125 
Theft  insurance,  automobile,  310 

rates,  310,  app.  CXI 
Theory  of  probability,  22-23 
Three-fourths  loss  clause,  231 
Three-fourths  value  clause,  231 
Ticket  accident  policies,  141-142 
Time  policies,  272,  app.  LXIII 
Title  insurance,  311-321 

abstract  plant,  312 

extent  of  business,  313 

extent  of  guarantee,  312-313 

guaranteed  mortgages,  319-320 

lawyer's  abstract,  311 

mortgagee's  risk,  317-318 

operations  of  title  company,  312 

owner's  risk,   313-317 

premium,  319 

special  policies,  318 

tract  system,  312 

types  of  policies,  313-319 
Tontine  policies,  116 
Total  disability,    146-147,   164 
Total  loss  in  marine  insurance 

actual,  284 

constructive,  284-285 
Tract  system,  312 
"Twisting,"  108 
Type  of  vessel,  291-292 
Types  of  insurance,      see     insurance, 

kinds  of 
Types     of     insurance     organizations, 

28-38 
Types  of  marine    losses,   281-291 


Types  of  marine  policies,  271-277 
Types   of   policies,   see   kinds   of   in- 
surance 

U 

Uncertainty,  elimination  of  by  insur- 
ance, 3-5 
Underwriters'  associations,  44 
Universal    Mercantile   Schedule,   237- 

239,  app.  LI 
Unlimited      policies,      accident      and 
health,   143 
credit  insurance,   324 
Unoccupancy,  216 
Use    and    occupancy    insurance,    226- 

228,  app.  XL 
Uses  of  insurance,   3-18 
Uses  of  marine  policies 
blanket  policies,  276-277 
fleet  policies,  276 
floating    and    named    policies,    275- 

276 
open  cargo  forms,  276 
ordinary  and  special  hazards,  277 
special  time  policies,  274-275 
time  and  voyage  policies,  274 
valued  and  open  policies,  274 
vessel,    cargo    and    freight   policies, 
273 

V 
Vacancy,  216 
Valid   and  collectible  insurance,  214, 

262 
Valuation,  of  fratcrnals,   app.  XIV 
of  life  reserves,  98-99 
of  life  reserves  by  special  methods, 
100-103 
Valued    policies,    automobile,    309 
fire,  204,  206 
marine,  272,  app.  LXIII 
Valued  policy  laws,  206 
Vessel,  partial   loss  of,  287-288 

policies,  271,  app.  LXIII 
Voidance  of  fire  policy,  217-221 
Voyage  policies,  272 

W 

War  risk  bureau 

statement  of  operations,   app,  XV 
War  risk  insurance,   36-38,  277 
Warehouse  to  wa/ehouse  clause,  279, 

app.  LXXV 
Whole-life    insurance,    see    Ordinary 

Life 
Workmen's  collective  insurance,  145 
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